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Foreword 


We believe that the common stock of W. R. Grace & Co. is a very attractive investment 
in a growth company. We recommend its purchase because it is not often that a stock 
offering such excellent prospects for long-term appreciation also provides such acceptable 
current income. 

The nature of the Company has changed dramatically since 1950, with increasing 
emphasis being placed on chemicals and industrial operations. W. R. Grace & Co. is in 
a unique position to capitalize upon its investment and experience in South America, where 
most of the areas of particular interest to the Company are growing at a faster rate than 
in the United States. In expanding its domestic chemical operations, the Company has 
chosen an industry which is growing faster than our general economy. 

Through internal development and mergers, the Company has built up a strong 
management team with outstanding people in the various divisions. 

The purpose of this study is the objective analysis of Grace from an investment 
viewpoint. However, the diversified nature of the Company's activities and the geographi- 
cal distribution of assets require more than the usual description of products, operations 
and financial conditions. We have, therefore, included major sections on the economic 
and industrial backgrounds of the various divisions. Only in this way can the investor have 


a full appreciation of the past, present and promising future of W. R. Grace & Co. 


Smith, Barney & Co. 
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In Brief 


SALES AND EARNINGS 


The following breakdown of sales since 1950 provides a good introduction to the Company. 


General Business 
Group and 

Chemical Group Foreign Group U.S. Export/Import | Steamship Group Other Domestic 

% of % of % of % of % of 
Amount Total Amount Total Amount Total Amount Total Amount Total Total 
1955 | $144.6 33.9% | $1115 26.1% $785 184% | $65.9 154%) $ 266 6.2% | $427.1 
1954 131.1 317 106.3 25.7 85.4 20.7 64.9 15.7 257 62 413.4 
1953 64.7 19.5 99.4 30.1 74.2 22.4 68.0 20.6 24.6 0-74 330.9 
1952 45.2 14.3 90.9 28.8 98.1 31.1 70.7 22.4 107 3.4 315.6 
1951 45.6 15.5 86.7 29.4 92.6 31.5 63.9 21.7 5.6 19 294.4 
1950 ne 52 65.6 32.9 66.6 33.4 52.9 26.5 26 1.3 199.6 


The growing importance of chemical sales, both absolutely and relatively, is readily 
seen. Chemical sales of $145 million in 1955 were twelve times the 19.50 total of $12 mil- 
lion. This truly dramatic transformation within a six-year period has been accomplished with 
an increase in earnings per share, a rare performance. 

In 1955, net earnings were $4.45 per share including 29 cents which was the equity 
in undistributed earnings of non-consolidated subsidiaries and 50%-owned companies. For 
the first six months of 1956 net earnings were reported as $2.62 per share including 25 
cents in the undistributed earnings. We estimate full 1956 net earnings will be about $4.90 
per share including 40 cents in undistributed earnings of non-consolidated subsidiaries and 


50%-owned companies. 


This evolution is not only the story of sales and earnings but primarily a commentary 


on the unusual imagination and initiative of management. 


THE PHILOSOPHY — THE WHOLE IS GREATER 
THAN THE SUM OF ITS PARTS 


The philosophy of W. R. Grace & Co. is basic and straightforward and the objectives 
are well defined. The means and methods of attainment are naturally difficult and to many 
investors perhaps somewhat obscure. This report will attempt to analyze the Company as 
objectively as possible on the prime assumption that the future is the sum of the past, present 
and certain intangibles. While the report stresses the financial viewpoint, no understanding 
of the Company could be complete without a fundamental overall picture of products, 
processes, personnel and the economic climate in which the Company operates. Among 
these factors Grace has many important, yet often subtle, abilities. These are the core of 


strength of W. R. Grace & Co. as a diversified industrial corporation. 


THE FUTURE 


W. R. Grace & Co. now has five principal areas of development: chemicals, paper, oil, 
transportation, and the production and sale of consumer goods in South America. The most 
important expansion now under way is in the first two fields: chemicals, both domestic and 
foreign; and paper in Latin America, where the Company has many advantages of ex- 
perience and ability. While there are no strict limits on the degree of integration or 
geographical location of any sphere of activity, the United States and Latin America will 
continue to be the prime markets. Success in the crude oil exploration program in Libya 


could modify the relative importance. 


The Origin and Evolution of 
W. R. Grace & Co. 


Two years ago W. R. Grace & Co. completed a century of business life. One hundred years 
is a long time in the history of United States industrial corporations. Times change and 
companies must alter and adjust their activities. Only those companies that can modify their 
business philosophy can continue to develop successfully. 

The growth of the Company, from its beginning in Callao, Peru, in 1854 as a ship 
chandlery, to the present industrial complex, is a story not only of bricks and mortar, but 
more importantly, of people. 

William Russell Grace, for whom the Company is named, soon realized the benefits 
of diversification and expanded the business to include general trading, shipping and bank- 
ing. Understanding the nature of the people and countries of South America, he appreciated 
the opportunity for local manufacture and distribution. He gave his energy, imagination 
and industrial techniques to the emerging South American economies, Upon his death in 
1904, the Grace enterprises represented a business entrepreneurship which was successful 
because of its important contributions to the economies of South American countries and 


to the welfare and happiness of their people. 


Under the leadership of his brother, Michael P. Grace, and subsequently Joseph P. 
Grace, his son, and D. Stewart Iglehart, the Company continued to diversify and prosper. 
W. R. Grace & Co., while actively diversifying in Peru, expanded further into Chile, 
Colombia and Central America. It modernized the Grace Line fleet; built sugar refineries, 
entered the paint and vegetable oil businesses and began the bagasse-paper research. 
During this period management included such outstanding men as the Eyre brothers, Adolf 
Garni, Andrew Shea, John Kirby and a host of young South Americans who became top 
executives. 

In 1945 J. Peter Grace succeeded Mr. Iglehart as President. At this time about half 
the Company's assets were in the United States, predominantly in the Grace Line, and to a 
lesser extent, the Naco Fertilizer Company, the import-export business and the investments 
in Grace National Bank and Panagra. The other half of the assets were in South America 
with a much wider diversification. With a strong cash position and almost no long-term 
debt, Grace decided to diversify further in the United States and chose to enter the fast- 
growing chemical industry. The Company is giving increasing attention to the oil industry. 

Through internal development and acquisitions the Company has achieved an 
important position in chemicals. South American operations have also been expanded and 
the application of United States chemical experience has greatly increased the diversifica- 
tion and potential of these operations. 


W. R. Grace & Co. progressed and adjusted itself profitably to a changing world. 


Chemical Group 


Grace's experience in the chemical industry dates back to the late 19th century when the 
Company was active in the production and shipment of Chilean nitrate of soda and iodine. 
Even previous to that, Grace ships were the largest transporters of Peruvian guano to the 
United States. This historical pattern led into the manufacture of mixed fertilizers in the 
United States. The expansion into chemicals in this country had a double objective. First 
was the Company's desire to employ its capital in an industry that had a large and fast 
return on investment. Second, there was the opportunity for profitable expansion of its 
South American activity into this area. The Company already had some experience in 
chemical processing in South America, but believed that it must develop a continuing source 
of chemical experience in the United States to support a successful South American industry. 
The evolution of this program has been eminently successful. 

Actually, the current chemical operations are the result of aggressive internal devel- 
opment and timely external acquisitions. Starting with the establishment of Grace Chemical 
Company in 1952 and the acquisition of Thurston Chemical Company in 1953, Grace 


merged with The Davison Chemical Corporation and with Dewey and Almy Chemical 


15 


Company in 1954. In 1955 Polymer Chemicals Division and Grace Chemical Research and 
Development Company (now a division) were formed. 
Chemicals sales in 1955 accounted for 33.9% of total net sales. The increasing 


importance of this Division is seen in the following summary: 
CHEMICALS! 


The figures themselves are significant as an indication of trend. Important from an 


investor's viewpoint is the type of chemical products, plants, processes and personnel that 
lie behind these statistics. Are these factors unique? Has the expansion been profitable? 
What is the caliber of the research program? Is the organization geared for tougher com- 
petition? The answers to these questions can be made meaningful by a description and 
interpretation of the various chemical activities. In evaluating any growth operation, the 
quality of sales and earnings is of equal or greater importance than the quantity. 
Chemicals sales may be grouped into three categories—agricultural, industrial and 


specialties. In 1955 these were divided approximately as follows: 


$ 61,600,000 


31,600,000 
51,400,000 
$144,600,000 


es 


Perhaps the best way to gain an understanding of the operations is to take the 
chemical divisions one at a time and look at the current position and the direction of 


expansion. 


DAVISON CHEMICAL COMPANY DIVISION 

This division includes the former business of The Davison Chemical Corporation, Thurston 
Chemical Company and Naco Fertilizer Company, Grace's original mixed fertilizer busi- 
ness established in 1907. 

Davison is one of the world's largest producers of synthetic petroleum cracking 
catalysts and silica gels and operates major sulfuric acid and silicofluoride facilities. This 
division was also one of the pioneers in the fields of granulated mixed fertilizers, super- 
phosphates and triple superphosphates, all important in soil nutrition. 

The fertilizer business was under price pressure last year because of declining farm 
income, adverse weather conditions, occasional crop destruction or curtailment, and excess 


industry capacity. Despite this temporary setback, the growth of other products more than 


The big tanks at Lake Charles, La., store the synthetic petroleum 
cracking catalysts—vital for the refining of high octane gasoline. 


offset the drop in agricultural profits and enabled Davison to set a peak record for earnings 
in 1955. 

The main reason for the offset was the growth of synthetic catalysts and to a lesser 
extent silica gel and silicofluoride derivatives. Davison, as one of the largest United States 
producers of synthetic catalysts, has fully participated in the rapid displacement of thermal 
cracking processes by catalytic cracking (estimated to be between 35-40% of the crude oil 


handling capacity). This process is expected to grow to 45-50% of capacity by 1960. 


Dock facilities and some of the plants that comprise the Davison installation at Curtis Bay, near Baltimore. 


Davison sells its synthetic catalyst products on a continuing basis to most of the major refiners 
and also to many independent refiners. Davison has also pioneered in the field of reforming 


catalysts used to raise the octane level of straight-run gasoline. Growth of demand for 
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reforming catalysts is expected to double in the next five years. Davison, in addition, pro- 


duces many tailor-made catalysts for the chemical industry. 

Currently Davison is building a $6 million cracking catalyst plant in Canada and 
has recently completed a modern cracking catalyst plant at Curtis Bay, near Baltimore, 
which replaces an obsolete plant of smaller capacity. The plant under construction at 
Valleyfield, Quebec, near Montreal, will increase catalyst capacity by 40 to 50 million 
pounds annually. It will be in production in 1957. Additional facilities are being constructed 
at Curtis Bay to increase substantially the output of reforming catalysts, particularly the 
new “'Esso-Powerforming" catalyst. 

Silica gel, of which Davison was the first producer, has grown steadily as a desic- 
cant in protective packaging, a flatting agent in paints and coatings, a moisture adsorbent 
in refrigerator systems and processing of natural gas. Finely divided silica is finding increas- 
ing usage for imparting microporosity to rubber, powder preservation, and as an anti- 
caking agent. 

Silicofluorides and hydrofluosilic acid are used in smelting, mothproofing, light 
metal fabricating, water fluoridation, etc. Davison derives its basic fluorine supply as a 
co-product in the treatment of phosphate rock. Davison’s expanded research department 
is active in the development of fluorine derivatives, one of the brightest areas for chemical 
expansion. 

Davison's unique position in industrial chemicals will undoubtedly continue to 
expand. From an earnings viewpoint it is believed that 1956 may mark the bottom of a 
downtrend in agricultural chemicals. An improvement would have a marked effect on 
earnings. 

Davison has extensive phosphate reserves in Polk County, Florida, where it con- 


ducts its own mining and processing operations. A new research laboratory is now under 
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This sulfuric acid unit, 

one of the two largest in the country, 
supplies acid to Davison's 

triple superphosphate plant at 
Bartow, Fla. 


construction near Baltimore for the Davison Division. This laboratory will provide the most 
modern facilities for an increasing staff of scientists for an expanding research program in 
varied fields of chemistry. 

Davison has 18 plant locations in 12 states with the major industrial chemical facili- 


ties located at Curtis Bay, Maryland. The Division has about 3,850 employees, about 


25% of whom are located at Curtis Bay. 


APPROXIMATE ANNUAL PLANT CAPACITIES 


Mixed Fertilizers 900,000 tons 
He Superphosphates* 1,000,000 tons 
: Triple Superphosphates* 270,000 tons 
oe 4. Catalysts 180,000,000 Ibs. 
Phe Silica Gel 25,000,000 Ibs. 
ea Sulfuric Acid® 610,000 tons 
> Phosphate Rock* 1,000,000 tons 


“Large volumes of these products are used in the processing of other Davison end-use products. 


Recently, Davison opened a new $2 million rare earths processing plant at Curtis 


Bay, Maryland. Operating under a Government contract through 1957, this plant will 


process approximately 20 tons of monazite sand per day to produce thoria and rare 


earths salts. Thoria is the oxide form of thorium, the only naturally occurring material (in 
addition to uranium) which can be converted into fissionable material. The so-called rare 
earths are a group of 14 elements that are usually found in the mineral monazite, which is 
also a primary source of thorium. Because of similar properties, they have been difficult 
to separate and have had no significant individual uses until the Atomic Energy Commission 
had a need for thorium, a companion product to the rare earths. Now several of these 
elements are being developed, initially as reactor materials, but with a most promising 
future in commercial markets. 

The process fits into Davison's other activities in a well-coordinated pattern. The 
sulfuric acid needed for the process comes from an adjoining Davison facility. Spent sulfuric 
acid and phosphoric acid produced in the process are piped to a Davison superphosphate 
plant. Thus, the monazite plant is well integrated with Davison's other activities. 

By the time the Government contract expires, Davison will have a plant that is fully 
paid for and a unique position in one of the two nuclear fuels, plus valuable experience 
in 14 elements with interesting possibilities of growing importance. A number of rare earths 
products are now produced in a smaller plant at Pompton Plains, New Jersey, and are 
distributed in commercial quantities for various industrial uses. 

While a $2 million investment is relatively small in the overall Grace picture, it 


shows the imaginative character of the Company's thinking. 


Reactor kettles at the 

monazite processing plant of 

the Davison Company and its affiliate, 
Rare Earths, Inc. 
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DEWEY AND ALMY CHEMICAL COMPANY DIVISION 


Products of this Division are broken down in approximate order of sales importance as 
follows: 

(a) Container products—over 40 different types of compounds for hermetically 
sealing metal cans for such products as food, beer, soft drinks, motor oils, paints and 
chemicals, cap compounds for glass container closures, cover and drum compounds for 
metal drums and pails, soldering and galvanizing crystals and liquid fluxes. 

(b) Organic chemicals—dispersing agents, emulsion polymers, rubber reinforcing 
polymers and plasticizers. 

(c) Shoe products—synthetic leather insole material, welting, sock lining and heel 
pads, rubber and synthetic resins and plastic shoe weltings. 

(d) Battery separators—non-rubber separators for automobile and _ industrial 
batteries. 

(e) Construction specialties—dispersing and grinding agents for the cement indus- 
try, masonry plasticizers, and water-proofing compounds for concrete and masonry 
surfaces. 

(f) Meteorological balloons—meteorological, stratosphere and military balloons. 

(g) Printing products—printing blankets for textiles, machines for drying these 
blankets and other materials. 

(h) Soda lime—used in oxygen therapy, gas anesthesia and as gas absorbents. 

Central administration and research facilities are located at the Cambridge, Massa- 
chusetts plant. In addition to the plant at Cambridge, factories are located at Acton, Mass.; 
Adams, Mass.; Chicago, Ill.; San Leandro, Calif.; and Montreal, Quebec. These facilities, 
diversified geographically, are relatively small, efficient and highly profitable because of 


the specialty nature of the products. 


A cap liner machine in the Dewey and Almy plant at Cambridge, Mass. Dewey and Almy not only 
produces container sealing compounds, but also designs and develops the machines for applying them. 


Dewey and Almy is one of the world's largest producers of can sealing compounds. 
To be successful in this business, operations require a very strong research staff and sales 
organization. Its active research department (over 250 chemists, engineers and technicians) 
has recently introduced several new products, including sealants for the replacement of 
cork in bottle crowns, new paint lattices, reinforcing rubber-resins for neolite shoes, organic 
solders, dispersing agents and plasticizers. Dewey and Almy consistently spends between 
4 and 5% of its sales dollar on research. 

One strength of the specialty chemical company, often overlooked, is the diversi- 
fied nature of its markets. Few companies match Dewey and Almy's diversification. Part of 
the successful record lies in the specialized automatic machinery which the Company has 
developed for the application of its own products. Dewey and Almy's sales program is 


based on the sale of a process, not just the sale of a commodity. 
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CRYOVAC COMPANY DIVISION 

The story of CRYOVAC is the history of a phenomenal growth product in the flexible packag- 
ing field. Since its commercial introduction in 1947, sales have risen many-fold, with no end 
of the expansion in sight. If the CRYOVAC Company Division were a separate company, it 
would sell at a 25-30 times earnings multiplier given to those special “‘wonder" stocks built 
on dynamic products and imaginative management. 

Basically, CRYOVAC is a packing process using a plastic bag made from a special 
vinylidene chloride copolymer. Using the Company's own process and machinery, refrig- 
erated and frozen foods are placed in the bag, the bag evacuated, sealed, and then hot 
water dipped to cause the film to shrink and produce a tight-clinging “‘second skin.’ No 
other material gives the same long period of protection and selling appeal to packaged 


foods. In its application on frozen meats, CRYOVAC preserves these products three to four 


—— 
rant 


Completed in late 1955 at Greenville, S. C., this is the latest of three plants in this country 
that produce the CRYOVAC bag for frozen and refrigerated foods. 


times longer than any other known packaging method. Having this unique technical ad- 


vantage, it is solely a question of demand. While CRYOVAC has been initially most successful 
on poultry, smoked meat and cheese, the merchandising of packaged frozen meats is still in 
its initial stages. Of the estimated 17 billion pounds of meat consumed in this country, less 
than 5 billion are now being packaged in transparent film. Despite the success of CRYOVAC, 
only 20% of all frozen poultry sales use film. Thus, in these two areas alone, CRYOVAC 
has a tremendous potential for expansion. 

Of major importance to the success of CRYOVAC is the sales organization of nearly 
100 experienced salesmen. Extensive research activities are carried on at Cambridge. Each 
year about four percent of the sales dollar is invested in research and development. Pro- 
ductive facilities are located at Lockport, New York; Cedar Rapids, lowa; and Greenville, 
South Carolina. Further expansion is planned. 


It is our opinion that CRYOVAC'S sales growth may approximate 20-25% per year. 


DEWEY AND ALMY OVERSEAS COMPANY DIVISION 


Due to the basic difference in conducting foreign operations, all exports from the United 
States and overseas manufacturing and selling of the Dewey and Almy-CRYOVAC 


group of products are handled by the Dewey and Almy Overseas Company Division. Seal- 


ing compound and/or CRYOVAC plants are operated in England (London), France 
(Epernon), Italy (Naples), Australia (Melbourne), Argentina (Buenos Aires), Brazil (Sdo 
Paulo), and a CRYOVAC plant has just been completed in Germany. The facilities in London 
and in Melbourne have recently been substantially enlarged. 

Growth of overseas sales of these products has kept pace with the domestic growth. 
The potential overseas market is so large that, if anything, the future growth should prove 


to be even greater. 
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Oxidation generators, left background, which perform an important function in the manufacture 
of ammonia at the Grace Chemical Company plant at Memphis, Tenn. 
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GRACE CHEMICAL COMPANY DIVISION 


Grace Chemical represents the initial large-scale investment of W. R. Grace & Co. in the 
United States chemical industry. It is also an excellent example of the previous reference to 
the quality of operations and earnings. Started in 1954, its $20 million plant near Memphis, 
Tenn., produces anhydrous ammonia and urea. The plant has several unique aspects which 
differentiate it from the usual synthetic ammonia operations which are suffering from excess 
industry capacity. First, the plant is flexible to the extent that, of the 250 tons daily capacity 
for ammonia, about 100 tons are, at the present time, converted to the production of urea. 
Second, the plant is well located not only for fertilizer distribution but for industrial markets. 
A nearby Du Pont plant takes an important amount of ammonia and hydrogen by pipeline 
under long-term contracts with the probability of significant increases during the next three 
years. An adjoining Cardox Corporation plant purchases by-product carbon dioxide. 
Thus, the ammonia plant is flexible, with significant and growing non-fertilizer markets, as 
well as a good distribution location for the cotton and corn belts. Grace Chemical has a 
favorable long-term contract for natural gas, the principal raw material. Due to the plant's 
location in the TVA area, it also has low-cost power, a major expense item in operating 
an ammonia plant. 

The increasing use of anhydrous ammonia in the United States has been one of the 
postwar phenomena. Production has increased from approximately 1.3 million tons in 1950 
to 2.9 million in 1956. Capacity, however, has grown to about 3.4 million tons, with more 
plants due to start production. Experts in the industry believe it will be several years before 


supply and demand are again in balance and the present pressure on prices is relieved. This 
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excess capacity is the result of rapid expansion into the industry by oil companies en- 
couraged by large available quantities of a refinery waste by-product, hydrogen, one of the 
raw materials needed to produce synthetic ammonia. Despite the current price weakness, 
the long-term outlook remains favorable, based on an increasing population and stable 
or decreasing tillable land. Currently, about 28% of United States ammonia production 
goes into industrial uses, primarily in the production of explosives, plastics, resins, nitric acid, 
and synthetic fibers. In the case of Grace Chemical, industrial uses exceed 35%. 

Urea, the other principal product of Grace Chemical, is produced from the reaction 
of ammonia and carbon dioxide. National figures indicate that about 35% of production 
is used in industrial markets for the manufacture of plastics, adhesives, surface coatings, wet 
strength papers and in the preparation of synthetic fibers. Urea has actually been in better 
demand due to the growth in these markets and its use in liquid fertilizers. Because of its 
storability and high nitrogen concentration (45%), it is the best source of nitrogen for 
liquid fertilizer solutions, which are growing at a rate of 10-15% per year as a replacement 
for dry fertilizers. 

In 1955, the first full year of operation, Grace Chemical reported a small operating 
profit, the net effect of a profitable 90% ammonia rate of production and a loss in the 
urea section. The start-up and process difficulties in the latter operation were not unusual 
because the plant is one of the first of its kind using the new Pechiney process. Currently, 
ammonia is running 20% ahead of rated capacity and urea at about 80% of capacity. 
Some problems are still being experienced in the latter operation. 

The important thing to remember is the advantages this plant possesses over many 
other ammonia operations. The strategic location of the plant, its flexibility, an excellent 
labor supply, and fine transportation facilities are promising for further expansion into 


petrochemicals. 


POLYMER CHEMICALS DIVISION 


last March, W. R. Grace & Co. began the construction at Baton Rouge, la., of a 
$20 million plant to produce low-pressure polyethylene under a license from Phillips 
Petroleum Company. Tentative plans indicate that this project will be fully operative in 
mid-1957, with a capacity of approximately 50 million pounds per year. The basic raw 
material, ethylene, will come from Esso Standard under a long-term contract. 

There are 14 United States companies which now have or will have polyethylene 
plants in the near future. Sometime in 1958 their total annual capacity will be about one 
billion pounds, of which approximately 400 million pounds will be the low-pressure type. 
When compared with present production, however, the indicated capacity seems high. 
A 1.1 billion pound demand is expected in 1960. 

However, Grace's position is unusual and superior to that of much of its competi- 
tion. The new low-pressure polyethylene will combine greater toughness, strength, versa- 
tility, and resistance to heat and cold than the polyethylene now on the market. It is the 
general opinion of the industry that the two types of polyethylene will not be highly com- 
petitive. The low-pressure type will enter new fields because of its unique properties that 
make it desirable for rigid packaging, pipe, structural sheet and perhaps textile fibers. 

From a longer term point of view, perhaps the most important development stem- 
ming from low-pressure polyethylene is that the catalysts used in the process have opened 
up a vast new field of chemistry which can result in new and better plastics. While the 
commercial application of such developments is at least five years away, it is another 


indication of the potential in Grace's future. 
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Research at Grace 


Too frequently, the research ability of a company is referred to only in terms of physical 
size of the staff and the laboratories. Excluding organizations such as medical research 
institutions and foundations, the primary reason for industrial research is the profit that the 
new products or processes may develop. This, of course, is a long-term and not a short-term 
objective. Hence, an industrial corporation assumes that dollars spent for research will 
result in more dollars of profit at some future date. The purpose of research expenditures 
is to protect the usefulness of invested capital and to reinvest retained earnings profitably. 

Grace, with this idea in mind, has established a well oriented research and develop- 
ment group which has done important work in metallurgy, paper, synthetic wrappings, 
fertilizers and numerous organic specialties. The functions of the Grace Chemical Research 
and Development Company Division include the supervision of central research, the devel- 
opment of new processes and the engineering responsibility up to the plant building stage. 

A new central research laboratory is to be built shortly. An increase in personnel 
from 50 to 100 is planned within the next two years. 

While each division does research in its particular sphere, it can call on Grace 
Research for any assistance needed. The latter's strength lies in its ability to see the overall 
picture of product development as related to specific new research efforts in the fields of 
organic chemicals, resins, plastics, etc. Part of its function is the development and main- 
tenance of contacts with foreign research organizations from which so many of the 
American chemical processes have come. 

Research and development expenditures in 1955 totaled $4.8 million compared 
with $2.8 million in 1954. Of the $7.2 million budgeted for 1956, over 90% will be in 


chemical processing. 


While Grace Chemical Research and Development Company Division provides the overall functions of supervision 
and assistance, each division does research in its particular sphere. Here we have a scene at the Dewey and 
Almy plant at Cambridge, Mass., where versatile research results in supplying industry with a variety of chemicals. 


This modern band oven 

was installed recently at Grace's 
La Rosa candy and biscuit 
factory in Pereira, Colombia. 
This subsidiary supplies about 
one-half of that country's 
requirements. 


This modern plant 

in Lima, Peru, enables Grace to 

supply approximately 25 percent of the 
total Peruvian paint requirements. 
Grace also operates paint plants 

in Chile and Colombia. 


Early in 1955, 

Grace established this new plant 

at Lima, Peru, to produce folding 
cartons made from bagasse paper. 
Grace also operates a corrugated box 
and bag plant in Lima which 

utilizes Paramonga's increased 
bagasse output. 


Grace's program 

of construction keeps pace 
with its policy of expansion. 
Work is under way at 

the Fongra Produtos plant 
at SGo Paulo, Brazil. 
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The W. R. Grace & Co. office building at Lima, Peru, where many 
of the Company's industrial and shipping operations are conducted. 


South America=—the Actualities 

and the Promise 

W. R. Grace & Co. has been in business in South America for over 100 years. The associa- 
tion has been a happy and profitable one. Why is the Company so optimistic about its 
increasing investment in South America? Without attempting to write a definitive economic 


study, this section will highlight some of the factors upon which Grace bases its confident 


appraisal of the future. 


South America is the largest market for United States exports and the largest source 
of this country's imports. It is an indispensable major source of many of our most vital raw 
materials: asbestos, oil, quartz, bauxite, antimony, cadmium, etc. Perhaps with the exception 
of Africa, it is endowed with the world's greatest supply of natural resources. Latin America 
supplies the United States with 30% of its total import needs. The rate of population growth 
is one of the highest in the world. The people are willing to work for a higher standard of 
living. 

Despite these necessary characteristics for growth, South America has a shortage of 
the two needed catalysts—money and technical ability. Companies such as Grace are 
supplying them. The rate of return on invested capital in South America is generally greater 
than in the United States. 

Latin America has received little in the way of economic grants from the United 
States. Of the $50 billion which this country has given to the world since 1945, the 20 Latin 
American republics have received only slightly more than the approximate $700 million 
given to Yugoslavia. The relationship between Latin America and the United States is based 
on trade economics. United States private investment in South America now exceeds 
$6 billion, about 40% of total United States foreign investment. Because of this interdepend- 


ency, the experts on South America recommend that the United States offer additional 


aid to the economies of these countries. Such assistance would take the form of economic 
and financial planning, tax incentives and semi-guarantees for United States investments, 
as well as technical guidance in health, agriculture and education. It is important to note 
that these recommendations are not economic “handouts.” 

Currently, Latin America has 175 million people, 6% more than the 165 million in 
the United States. By 1980, it is estimated that there will be 317 million, 28% more than 


the predicted 247 million for the United States. The area has the resources to support this 


growth and only needs the types ot technical help referred to previously and the type now 
being supplied by W. R. Grace & Co. 

Grace operations in South America comprise the oldest activity of the Company 
and are still, in terms of profits and growth, among the most promising. Investors too fre- 
quently think disparagingly of foreign operations without paying enough attention to the 
quality of such activities. Perhaps the best way to sum up the Company's record in South 
America is to state that it has never lost one foot of ground or $1.00 of investment through 
expropriation in South America. Grace has been associated with a rising standard of living 
in those countries where it has been active. 

Grace has achieved this position through adherence to a basic operating philos- 
ophy based on the following points: 

1. Initially, the selection of activities basic to an economy, i.e., the production of 
consumer goods. 


2. Acomplete abstinence from local politics. 


3. The use of nationals as top executives wherever possible. 

4. Participation of local capital in local ventures. 

5. The participation of American personnel in local community life. 

6. Operations on a multiple profits principle. 

7. A long-term investment objective based on a firm belief in the future of South 
America. 


Why do American companies invest in South America? Several reasons are 
apparent: 

1, The area has an unbelievable amount of untapped wealth in raw materials. The 
effect of oil alone on the Venezuelan economy is readily apparent. 


2. Since 1946, the population has grown at a faster rate than that of the United 
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States. By 1980, a United Nations survey indicates that it will have reached 317 million. 

3. A strong desire by the people to improve their standard of living. Since 1946, 
the rate of gain in the per capita gross national product of the major Latin American 
countries has exceeded that of the United States. 

4. Imports into Latin America doubled between 1946 and 1951 and have remained 
at a high level. The volume of imports underscores the existence of numerous opportunities 
to invest in local production to replace imports. 

5. There is a great shortage of capital, which is reflected in short-term money 
rates of from 10-20%. This, of course, means that the return on long-term investment money 
can be most attractive. 

6. The confidence of the people in their country and themselves. This is attested to 
by the fact that, despite a strong inflationary trend at times, there have been few serious 
examples of the flight of capital. 

These reasons dominate the economic outlook for Latin America and make the 
outlook for foreign investments in this area most promising. 

Latin America is trying to do in 25 years what the United States has done in the last 
50 years. Hence, there may be short periods of time in which the safety valve may blow off, 
expressing itself in inflationary trends, non-convertible currencies, political disturbances, etc. 
These are the exceptions to the long-term patterns and cause little trouble to an organiza- 
tion such as W. R. Grace & Co., which is in South America for the long term. In the past 
Grace has been generally successful in remitting profits from its operations to the United 
States. 

The increasing United States operations are giving the Company a range of abilities 
which can give it a greater investment opportunity in South America than ever before. 


Grace's successful past should be followed by a most promising future. 


SOUTH AMERICAN OPERATIONS 


Industrial 


v 


Textiles—Cotton Sales and Distribution 
and Blends Export-Import 
Sugar, Molasses, Rum, Transportation Agencies 
Alcohol Port Activities and 
Paper, Paper Board, Bags, Trucking 
PERU Boxes, Folding Boxes 
Caustic Soda, Chlorine, 
Hydrochloric Acid 
Candy, Biscuits 
Paint 
Flour 
Alkali Project 
Textiles—Cotton, Sales and Distribution 
Woolen and Export-Import 
Synthetic Blends Transportation Agencies 
Sugar Refining Port Activities 
CHILE Edible Oils, Shortening 
Paint, Solvents, 
Linseed Oil 
Electric Light Bulbs 
Cattle Feeds 
Textiles—Cotton Sales and Distribution 
and Blends Export-Import 
Rayon Transportation Agencies 
Candy, Biscuits Port Activities 
COLOMBIA Point 
Coffee Processing 
Canned and Bottled 
Foodstuffs 
Cement Sales and Distribution 
BOLIVIA Building Materials Export-Import 
Flour Transportation Agencies 
Tin and Tungsten Mining 
Coffee Growing Sales and Distribution— 
and Processing— Central America, 
Central America Ecuador 
Porto Rico Export-Import—Central 
Container Company— America, Ecuador, 
OTHER FOREIGN Puerto Rico England, Argentina 
Chemical Project—Brazil Transportation Agencies— 
Metallurgical Project— Central America, 
Brazil Ecuador, England 
Paint Project— Port Activities— 
Ecuador Central America, 
Ecuador, Venezuela 
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Foreign Group 


W. R. Grace & Co. does business in Central and South America and maintains an impor- 
tant foreign trade office in London. Foreign operations of Dewey and Almy and CRYOVAC 
are covered in the previous section on the Dewey and Almy Overseas Company Division. 

The investment in Central America is relatively small but does provide a connecting 
link between the United States and South America. Almost all Central American activities 
center on the trading and shipping business of the Grace Line which moves cargo for 
the Company and many others. Offices are located in the main cities and include the 
operations of port facilities, agencies, warehouses and trucking facilities. 

The growth of operations in South America has followed a similar pattern. In 
general, W. R. Grace & Co. has established itself in one or more of the industries needed 
by an emerging economy—textiles, sugar, paper, food, etc. In recent years, expansion 
into some new countries has been of an advanced industrial nature—typical of a growing 
economy and a farsighted management. Wherever Grace has production facilities, it has 
sales organizations to merchandise the output. The selling groups, shipping agencies and 
factories function as part of the same team, one of the reasons behind the profitable nature 
of the business. In several countries, Grace, through a subsidiary called IMACO (Interna- 
tional Machinery Company), acts as a sales representative for such firms as International 


General Electric (a division of General Electric), Bucyrus-Erie, Combustion Engineering, the 


Euclid Division of General Motors, Royal McBee, Ingersoll-Rand, Burroughs, Monroe 


Calculating, EIMCO, etc. The growing need for products of these companies has made sales 
agencies profitable in postwar years. Basically then, in each country, Grace may have one 
or more of the following interests: merchandising representation, manufacturing subsidiaries 
and agency operations. 

In approximate order of importance to W. R. Grace & Co. in South America 
would be its activities in Peru, Chile, Colombia, Brazil, Bolivia, Ecuador and Argentina. 

Growth of total foreign sales and assets is shown in the following table. Despite 
the absolute growth in sales, the relative importance has decreased due to the more 


rapidly growing chemical sales. 


TOTAL FOREIGN SALES AND ASSETS 
W. R. Grace & Co. 


Before proceeding to a description of foreign operations, several points should be 
kept in mind. In general, W. R. Grace & Co. is: 

* not a regulated company, in the sense of a utility, in any of the countries in 
which it operates. 

* generally able to adjust product prices to meet local currency considerations. 


* able to earn equivalent or greater returns on investments from year to year. 


PERU 


Peru was the first country in which Grace did business. It has a population of 9.4 million 
and an area of 506,000 square miles. Typical of most Latin American countries, the popu- 
lation is about 60% rural. The country's most industrialized center is the Lima-Callao area. 
It has a greater economic diversification than any of the other South American countries, 
with cotton and sugar exports accounting for about 50% of exports, followed by lead, 
petroleum, copper and zinc. With the high rural population, as in most Latin American 
countries, transportation is a major problem. Since 1949, the country has had stable internal 
fiscal management and important economic strides have been taken. The monetary unit, 


the sol, has been stable at the rate of 19-20 to the dollar for several years. 


SALES AND ASSETS IN PERU 


The Company's industrial activities in Peru include sugar, paper, folding boxes, 


chemicals, textiles, paint, candy and biscuits. In addition to the agencies for its own Grace 
line, the Company acts as general agent for Panagra, Gulf & South American Steamship 


Company and the Johnson Line. IMACO has offices, warehouses and sales facilities in Lima. 


Paper, Sugar, Chemicals 


The installation at Paramonga is the most impressive and profitable of all Grace's South 


Loading cane at 
Grace's 10,000-acre 
Cartavio sugar estate 
in Peru. 


American operations. Integration begins at the 10,000-acre sugar hacienda, which, because 
of the climatic conditions permitting year-round harvesting, is among the best sugar-yielding 
areas in the world. The cane is transported on Company equipment to the mills where the 
cane residue is separated. After processing, the sugar is refined and bagged for shipment 
throughout Peru or for export. Including the other sugar estate at Cartavio, total sugar 
production in 1955 amounted to about 137,000 metric tons. The Company manufactures 
alcohol in its own distilleries from molasses, a by-product of the sugar process. Some 
molasses is also sold separately. The Company produces rum at Cartavio. 

The most interesting aspect of operations at Paramonga is the paper plant. A wide 
variety of paper is manufactured from the cane residue, known as bagasse. This is an out- 
standing pioneering effort on the part of the Grace organization and is the basis for the 


projected paper expansion into Colombia, Puerto Rico and Cuba. Part of the production is 
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converted at the Company's multi-wall and grocery bag plant at Paramonga and its 
corrugated cardboard and folding box plants in Lima. Over 70% of the paper manu- 
factured in Peru comes from Paramonga. Last year about 20,000 metric tons of paper were 
produced. Current capacity has been raised to 30,000 metric tons. A new process will 
be used in the new pulping plant now being constructed. This process will greatly improve 
the efficiency of the mill and also the quality of the product. Actually the pulping time is 
reduced from hours to minutes. The improvement of the strength of the bagasse pulp permits 
a higher percentage of it to be employed in the paper and paper board than was formerly 
the case. 

Another example of the Company's growth pattern is seen at Paramonga. When 
caustic soda, necessary in paper production, became expensive and difficult to obtain, the 
Company decided to start its own caustic plant despite the fact that it had almost no outlet 
for the by-product, chlorine. Since that time, even with substantial expansion, good markets 
for chlorine have been developed. Paramonga produces all of the caustic and chlorine 
made in Peru, as well as the bulk of the hydrochloric acid. While relatively small, it is 


another example of the success of imaginative management. What has been said here con- 


A paper machine 

at the Paramonga estate, Peru, 
where paper is manufactured 
from sugar-cane bagasse. 


cerning the growth and profitability of paper facilities in Peru should soon apply to several 
other countries. 

Paramonga is a good example of the principle of complete integration and multiple 
profits. 
Textiles 
W. R. Grace & Co. owns over 60% of the stock of Cias. Unidas Vitarte, Victoria, Inca 
S.A., the largest textile enterprise in Peru. Four mills are equipped for spinning, weaving and 
dyeing and two for bleaching and finishing as well. Grace's Peruvian mills as of December 
1955 had 73,692 spindles and 2,726 looms. Total 1955 production was about 897,000 
pieces of 40 yards each. Over one million dollars has been spent in recent years in 
modernizing plant and equipment. The mills use Peruvian cotton and imported synthetics. 
In recent years, the Company has considerably improved the quality of the cloth and has 
placed greater emphasis on point-of-sale advertising. As the standard of living rises, so does 
the taste of the consumer broaden. In postwar years, sales of textiles have shown a steady 
uptrend. Last year, however, profits were down substantially because of strong domestic 
and foreign competition. The aggressive improvement program is helping to remedy this 
situation. 
Paint 
Grace operates, at Lima, Peru's most modern and complete paint factory, supplying over 
25% of the total paint used in Peru. The Company has broadened its product line and 
improved quality through an interchange of technology with the Glidden Company. 
Biscuits, Candy and Chocolate 
W. R. Grace & Co. owns a majority interest in Cia. “Arturo Field y La Estrella’’ Ltda., one 
of the largest manufacturers of biscuits, candy and chocolates in Peru. The factory occupies 


42 acres on the outskirts of Lima. Sales and earnings have been improving in recent years. 
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Management 

The management team in Peru is headed by an eminent national, Dr. Carlos Garcia 
Gastafieta, who is a vice president of the parent company and by Jay R. Reist, general 
manager, who has lived in Lima for almost fifteen years. Their team is made up principally 
of Peruvians, and a group of young Americans and Europeans working harmoniously 
together in bringing specific skills to their jobs. 

CHILE 

Chile is second only to Peru in its importance to Grace's South American operations. It 
has a population of 6.8 million and an area of 286,000 square miles. Approximately 25% 
of the population live in the capital city of Santiago. Chile depends upon copper for about 
60% of export income, hence the price of copper has a very marked influence on the 
balance of payments. In January of this year the Government took steps to control the 
runaway inflation that was imperiling the economy. As a result of price controls and credit 
restrictions, some lines of trade have slackened while inventories, accumulated excessively 
during the inflation, are worked off. Over the longer run, it is believed that the anti-infla- 


tionary program will bring about financial stability and real gains for the economy. The 


exchange rate of the peso has improved from about 800 to 500 per dollar since August 
of 1955. 


SALES AND ASSETS IN CHILE 


Chilean operations are directed by the personnel of Grace y Cia. (Chile) S.A., with 
headquarters in Santiago and offices, warehouses and other facilities throughout the 
country. In addition to managing the industrial subsidiaries described later, Grace y Cia. 
performs the following functions: general agent for Grace line, Panagra and other ship- 
ping and airline companies; manages certain port operations under concessions from 
the Government; conducts a diversified import-export business and represents several 


national insurance companies. Through its efficient sales organization it distributes products 


Located on the Chilean coast near Tomé is the Bellavista woolen mill. The mill, about 
45°, Grace-owned, is a leading producer of woolen fabrics in Chile. 
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of other Grace subsidiaries, as well as some general merchandise. The importation of 
equipment through the IMACO organization is very important because of the large mining 


industry in Chile. This business has expanded rapidly within recent years. 


Textiles 

Grace owns approximately 70% of the stock of Tejidos Caupolican $.A., one of the 
largest producers of cotton and cotton rayon blend cloths in Chile, accounting for about 
20% of the national output. The plants, two cotton and one woolen mill, are located at 
Santiago, Concepcién and Viha del Mar. Much of the equipment has been recently 


modernized. 


Superior quality cotton, 

synthetic and blended materials are 
produced by Grace at its Renca mill in Chile. 
The mill is equipped with the 

most modern textile equipment for spinning, 
weaving, and finishing. 


Grace also has about a 45% interest in one of the leading woolen mills in Chile, 


the Sociedad Fdbricas de Pafios Bellavista-Tomé. 
The Company operates a total of 28,916 spindles and 1,186 looms in Chile which 
produced 666,392 pieces in 1955. 


Paint, Sugar, Edible and Linseed Oils 
Through a 67% ownership of Cia. de Industrias y Azucar S.A., Grace has important posi- 
tions in the above fields. 

The paint plant, one of the largest in Chile, produces about 25% of the paint in 
the country, covering a complete line of paints, varnishes and enamels. As in Peru, the 
Company has a working agreement with the Glidden Company. 

The sugar refinery at Vifia del Mar produces approximately 15% of the refined 
sugar consumed in Chile. Raw sugar is imported for this operation. 

The integrated vegetable oil plant has an annual capacity of 12,000 metric tons of 
refined edible and linseed oils. The plant produces 18% of the national requirements of 


refined edible oil and 25% of linseed oil consumed. 


Light Bulbs 
Grace and General Electric are the majority owners of the largest manufacturer of light 
bulbs in Chile, which produces about 55% of the nation’s output. The market, although 


still relatively small, has experienced a steady growth in the past five years. 


Management 
Chilean operations are under Mr. Percy D. Gjertsen, an experienced executive of many 


years’ standing in the Company. Mr. Gjertsen works closely with Mr. Raul Simén, formerly 


47 


General Manager of Grace's Chilean operations. Mr. Simén is an outstanding Chilean 
economist who has held top positions in the Government and is a vice president of the 


parent company. 


COLOMBIA 

This is the third most important country in Grace's South American operation. It has a popu- 
lation of 12.9 million and a land area of 439,000 square miles. Approximately 70% of 
the population is rural, reflecting the historical agricultural nature of the economy. Coffee 
accounts for 80% of exports. Since 1945, emphasis has been placed on industrial expan- 
sion, and manufacturing capacity has increased approximately 150%. The nation is rich in 
such raw materials as coal, iron, manganese, mercury, lead, copper and oil. Industrial 


activity is centered at Bogotd, Medellin and Cali. 


SALES AND ASSETS IN COLOMBIA 


Colombian operations are administered by Grace y Cia. (Colombia) S.A. manage- 
ment. In addition to supervision of the industrial subsidiaries described here, Grace buys, 
processes and ships coffee, mostly to the United States. Following the pattern used in other 
countries this subsidiary serves in an agency capacity for Grace Line and Panagra and 


distributes the products and merchandise of other subsidiaries. 


Striving for the highest 
in textile quality, technicians 
operate testing machinery 


Medellin, Colombia. 


Textiles 
Grace owns a majority interest in Tejidos El Condor S.A., whose principal activity is the 
spinning of cotton and rayon staple fiber and the weaving and finishing of cotton textiles, 
rayon staples and blends. Condor in turn owns about 37% of the stock of Indurayon 
Consolidada S.A.,a producer of viscose filament yarn and viscose staple fiber. The Condor 
Mill in Medellin produced about 783,000 pieces of 40 yards each last year. Grace has 
a total of 33,444 spindles and 885 looms in Colombia. 


Biscuits, Candy and Chocolate, Foodstuffs 

The wholly-owned subsidiary, Comestibles La Rosa S$.A., produces a wide line of biscuits, 
crackers, candies, cooking and fine chocolates. Annual plant capacity is 3,000 metric tons 
of biscuits, 1,800 metric tons of candy and 300 metric tons of chocolate, approximately 
one-half of the nation's requirements. Profits in 1955 were sharply improved over the 
1954 level. 


Grace owns 51% of Compafifa Colombiana de Conservas California, Ltda., a 


in the Condor Mill laboratory in 
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leading producer of canned and bottled foodstuffs. The market for these products has 


grown steadily. 


Paint 

Grace has a two-thirds interest in Pinturas Ico, Ltda., (Glidden owns one-third), a leading 
producer of paints, enamels and varnishes, accounting for about 16% of the total Colom- 
bian market. Present capacity is 2,200 metric tons per year. Plans are now under way to 


improve and broaden the product line with the help of Glidden's technical knowledge. 


BRAZIL 


Brazil, the largest country in South America, has a population of 58.5 million and a land 
area of 3.3 million square miles. While coffee accounts for over 60% of exports, industry 
is rapidly expanding in this raw-material-rich country. Inflation has been no deterrent to 
the entrance of many American companies into the Brazilian market. 

Historically, in Brazil Grace has not been very active industrially, but this situation 
is rapidly being changed. 

At Sao Paulo, Brazil, a corporation half owned by W. R. Grace & Co. and half 
by Farbwerke Hoechst A. G., of Frankfurt, Germany, is building a $7.5 million plant 
which will produce DDT, caustic soda, solvents, detergents, and other chemicals. This 
plant is scheduled to begin production in April of next year. Also under construction at 
Sao Paulo is a $1 million plant for the production of industrial magnets to be owned on 
a fifty-fifty basis with ERIEZ. This plant will be the only one of its kind in Brazil. 

Negotiations are under way for the construction of a petrochemical plant in 
Brazil, the output of which will have an excellent market because all of the present material 
is imported. Plans for a paper mill are now being developed. It is apparent that an increas- 


ing part of Grace's South American future lies in Brazil. 


BOLIVIA 


Bolivia, one of the smaller of the South American countries, has a population of 3.2 million 
and a land area of 424,000 square miles. Tin, tungsten and lead account for about 85% 
of exports. The country imports about 25% of its food requirements. The shortage of 
foreign exchange, due mainly to the lag in tin exports, has depreciated the currency 
severely. Runaway inflation seriously hampers business activity. Despite these adverse 
conditions, Grace interests produced a profit. Total 1955 Bolivian sales amounted to 
$12,376,000 compared with $10,358,000 in 1954. 

In Bolivia, Grace owns 51% of the stock of International Mining Company which 
owns or has concessions covering approximately 20,400 acres. Tungsten and tin are mined 
and exported in the form of concentrates. The Company also controls and operates two 
flour and meal mills, a 225,000-barrel-per-year cement plant and a concrete block factory. 

Grace also performs its normal agency and distribution functions in addition to 


conducting a large volume of business in food imports. 


This cement plant at Viacha, Bolivia, which supplies a large proportion of the new construction 
work in that Republic, was built and is operated by an affiliate of W. R. Grace & Co. 


51 


ECUADOR 


Ecuador, with a land area of 106,000 square miles and a population of 3.6 million, mostly 
rural, is predominantly agrarian. Bananas, coffee and cacao account for about 80% of 
export value. Competition from Central American bananas caused a decline in exports last 
year. The major needs of the country are transportation and machinery. 

Grace's activities consist mainly of commodity trading, importation and distribution, 
and port, steamship and airline agency functions. 

Final consideration is now being given to a paint plant which would be the 


Company's first industrial operation in Ecuador. 


The Grace Line's 

Santa Isabel stands by at 
Puna, Ecuador, to take aboard 
a cargo of bananas. 

Bananas, coffee and cacao 
are the major exports of the 
land astride the Equator. 
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This plant in 


ARGENTINA 


Argentina is the most industrially developed country in South America. It has a popula- 
tion of about 19 million, only 37% of which is rural, and a land area of 1.1 million square 
miles. Despite its wealth and the high educational level of its people, recent political 
difficulties had an almost disastrous effect upon the nation's economy. Given a period 
of political stability, Argentina's economy should resume its vigorous growth. 

Grace maintains a small development staff in Buenos Aires to keep abreast of 


trends and study opportunities for future investment. 


CENTRAL AMERICA 


Through Grace & Co. (Central America), with headquarters at Guatemala City in Guate- 
mala, the Company conducts a general trading business in Central America. Offices are 
also maintained in El Salvador (San Salvador), Nicaragua (Managua) and Costa Rica 
(San José). 

Besides its trading operations, in which coffee plays a large part, this subsidiary 
owns and operates six small coffee plantations in Guatemala, as well as port facilities in 
Guatemala, El Salvador and Costa Rica, and trucking facilities in El Salvador. 

Important port operations are carried on in Panama under the Grace Line's super- 
vision, and some trading and transportation agency work is also done. 


Total sales in Central America were $2.8 million in 1955. 


Buenos Aires, Argentina, is one 

of eight operated by the 

Dewey and Almy Overseas Chemical 
Company Division, A similar 

unit is located in Brazil. 
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Grace Line Inc. 


The ocean transportation of freight, passengers and mail is one of the pillars upon which 
W. R. Grace & Co. was founded. Its subsidiary, Grace Line Inc., is a vital link in the South 
American operation and it should be so considered in evaluating the Company. While the 
growth in total revenues has shown only a moderate increase since 1951, operations have 
been consistently profitable. Grace's contributions to the Company as a whole are also 
seen in other areas. The experience of the Grace Line personnel has been very helpful in 
furthering goodwill with many countries in which the parent company conducts business. 
Finally, and perhaps most important, it is a source of earnings which has enabled the 


parent company to expand into more profitable and faster-growing industries. 


The Santa Rosa, one of Grace Line's well-known cruise vessels, 
leaves New York harbor for ports of call in the Caribbean area. 


"Includes one ship contracted for but not yet delivered. 


These ships serve the following routes: 

Line A—Freight and passenger service between United States Atlantic ports and the west 
coast of South America via the Panama Canal, as far south as Talcahuano, Chile. This 
service is operated with six C-2 combination passenger and freight vessels providing weekly 
sailings from U. S. ports and four C-2 freight vessels providing sailings approximately 
every fortnight from U. S. ports. 

Line B—Freight service between U. S. and Canadian Pacific coast ports and Mexico, 
Central America, Balboa and the west coast of South America. This service is maintained 
with six C-2 freight vessels and provides approximately fortnightly sailings from U. S. Pacific 
coast ports. This service is supplemented with three C-1 freighters providing approxi- 


mately monthly service between U. S. Pacific coast ports, Mexico, Central America and 


via the Panama Canal to Venezuela and the north coast of Colombia. 
Line C—Freight and passenger service between U. S. Atlantic ports and the Caribbean 
area, which includes the Netherlands West Indies, Venezuela and the north coast of 
Colombia. This service provides weekly sailings from U. S. ports by the Santa Rosa and 
Santa Paula, the cruise ships, as well as weekly sailings by three C-2 combination vessels 
and weekly sailings by three C-2 freight vessels. 

The Gulf and South America Steamship Company, Inc., jointly owned by Grace 
and Lykes Bros. Steamship Company, Inc., operates four C-2 vessels between U. S. 
Gulf of Mexico ports and the west coast of South America. Revenues in 1955 were about 
$8.5 million. Since April 1, 1954 this line has had an operating differential subsidy. 

One of the reasons for the successful record of Grace Line Inc. is its reputation for 
reliability. At many ports of call, Grace Line ships are the only ones with regular schedules. 
This, of course, is an invaluable asset in soliciting cargo business. Grace carries the major 


share of cargo to and from most of the Latin American ports it serves. 


SUBSIDIES 
The Merchant Marine Act of 1936 provides for assistance to United States companies 
engaged in operating ships in foreign commerce through construction-differential and 
operating-differential subsidies. The purpose of this Act was to provide the United States 
with a modern, operative merchant fleet in peacetime as well as for national emergencies. 
Subsidy as applied to shipping companies is misleading because the ‘‘subsidy"’ is passed on to 
American labor, American suppliers and American shipyards. The subsidies in no way guar- 
antee the ship operator a profit. The basic principles of the two types of subsidies are: 
1. Construction-differential subsidies provide aid to American labor and shipyards 


in the building and modernization of American vessels. Within specified limits, this subsidy 


serves to equalize the cost of building ships in foreign yards and in American yards. The 
net effect is to maintain active American shipyards as without the subsidy virtually all mer- 
chant ships would be constructed in foreign shipyards. By far the largest amount of the 
subsidy is represented by wages. 

2. Operating-differential subsidies are payments to ship operators for the excess 
cost of wages and certain other usual operating expenses over the cost of similar items to 
foreign competitors. This amounts to a subsidization of officers and crew and the United 
States suppliers of such other subsidized items. 

The operating subsidy functions generally in the following manner: if, at the end of 
any ten-year period, the amount of Grace Line's net profits has averaged more than 10% 
after taxes on defined invested capital, the Line is obligated to pay to the Government 
one-half of such excess or the amount of the operating subsidy, whichever is less. Grace 
Line has consistently shown profits in excess of the allowable 10% on subsidized operations. 

To the extent that recapture reserves may be accumulated by the operator during 
any ten-year period, there is an advantage to the operator from the standpoint of levelling 
earnings since such accumulated reserves may be drawn against in any year during the 
period as reimbursement for operating losses. The portion of the excess profits recaptured 
by the Government may be drawn against in years, during the ten-year accounting period, 


in which profits do not equal 10% of capital necessarily employed. 


REPLACEMENT PROGRAM 


Grace Line Inc. signed contracts in January 1956 with the Federal Maritime Board for the 
construction of new vessels within the next 20 years for replacement of the present 27-ship 
fleet. The estimated cost of these vessels is $286 million, of which Grace Line's share is 


estimated at about $145 million. The difference will be paid by the Government under the 


construction-differential subsidy. $27 million has already been authorized by the Company 
as its share for the construction of two new cruise ships to replace the Santa Rosa and the 
Santa Paula. 

Despite the size of the replacement program and the resultant large capital needs, 
the financial effect on the Company will be moderate. Special reserves of $39 million from 
depreciation and Grace Line's 50% share in earnings in excess of 10% of capital enployed 
have already been set aside. These sources will furnish most of the money for the remainder 
of the 20-year program. 

The continuing success of Grace Line is based on quick turnarounds, reliability of 


schedules and its contribution to the growth of the west coast of South America. 


Aerial view of the new 

12 million dollar Grace Line pier (57), 
located on the North River, New York City. 
The pier rests on two huge 

underwater caissons which provide 
supplementary storage space. 


IMPORTS AND EXPORTS 


The business of this division is related to Grace's activities in South America but has 


declined in relative importance since 1950, as the following table indicates. 


IMPORT AND EXPORT OPERATIONS 


Approximately 90% of the sales represents imports to the United States, primarily 


commodities from Central and South America such as coffee, sugar, oil seeds, tungsten, tin, 
etc. The origin of most shipments lies in the various Company activities in South America. 
Grace ships usually provide the transportation. 

Products exported from the United States include a wide range of manufactured 
items such as light and heavy machinery, electrical equipment, office equipment, and 
chemicals, as well as lumber, wheat, flour and other foodstuffs. Again, the origin of the 
orders underlying these shipments stems from Grace's South American subsidiaries. 

Profits, as such, in this phase of the Company's operations are small in terms of the 
total. However, these activities must be considered as part of the overall background of 
the Foreign Group. It is also worth noting that few, if any, fixed assets are required for this 


business. 
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Panagra 


The Company has a 50% stock interest in Pan American Grace Airways, Inc. (Panagra). 
The other 50% is owned by Pan American World Airways, Inc. Both companies have equal 
representation on the Board. Mr. Andrew B. Shea, an executive vice president of W. R. 
Grace & Co., is serving as the president. 

Organized in 1929 to take over a company formed by the same parents in the 
previous year (Peruvian Airways), Panagra now holds a certified route from the United 
States Government. The principal route runs between Buenos Aires and Balboa, Canal 
Zone. Intermediate service is provided to Colombia, Ecuador, Peru, Bolivia and Chile. 


Since May 1947, Panagra aircraft have been operating a through-flight service between 


One of Panagra’s fleet of radar equipped DC 7B's which provide through service 
between New York City and South American airports. 


Balboa and Miami under charter to Pan American World Airways, Inc. Starting in Sep- 


tember 1955, through service was extended between Miami and New York City under an 
interchange arrangement with National Airlines. 

Daily first class service is provided between New York, the west coast of South 
America and Buenos Aires. This service is on “El Inter Americano,"’ the fastest and most 
enjoyable flight between New York and Buenos Aires. Daily tourist service from New York 
provides four flights to Lima and three to Buenos Aires each week. 

Panagra has ordered, for delivery in 1960, four DC-8 100-passenger jet airliners at 
a cost of $25 million. Options are held on the procurement of two additional DC-8s. 

The countries of Latin America are probably the next tourist frontier for Americans. 


With this goal in sight, Panagra is spending $1 million per year on advertising. 


PANAGRA’S GROWTH 


The growth in revenues and income has been in an upward trend with the excep- 
tion of 1955, when subsidy payments were reduced to $86,000 from $2,185,000 in 1954. 
Excluding the subsidy, revenues increased from $16.5 million in 1954 to $17.9 million in 


1955, reflecting the basic trend in Panagra's growth. 
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Starting with an investment of $500,000 each by the parent companies, net worth is 
now approximately $13 million. The expansion of Panagra was financed without further 
financial aid from the parent companies. Panagra operated at a profit in 23 of the 27 years 
and paid out about $4 million in dividends. 

There are two fundamental reasons for the expansion of Panagra revenues. One 
is the nature of the route itself, which connects a raw-material-rich continent with North 
America. Second is the association with W.R. Grace & Co. Panagra's South American 
ticket offices, advertising compaigns and goodwill are based on Grace's historical back- 
ground in South American markets. These are the things which make an airline profitable 
and have earned for Panagra the title of "The World's Friendliest Airline.” 

Panagra has been a key factor in the development of the air transportation system 
in South America, where even today there are few railroads and modern highways. 

In January 1954, a civil anti-trust suit was filed by the Department of Justice against 
Pan American World Airways, Inc., W. R. Grace & Co. and Panagra, seeking, among other 
relief, divestiture by both stockholders of their holdings in Panagra. The Company and its 


attorneys say that they know of no basis in fact or law for this action against it. 


The home office of W. R. Grace & Co. and the Grace National 
Bank, located on Hanover Square, New York City, is the nerve 
center of the Company's highly diversified activities. 


Grace National Bank 


One of the smaller, yet most dynamic units of W. R. Grace & Co., is Grace National Bank. 
It has been growing at a faster rate than the other clearing house banks in New York City. 
The rate of return on capital funds of 9.8% places it among the top New York banks in 
terms of earning power. Grace National is small only in terms of the overall size of 
W. R. Grace & Co. 

The Bank was founded in 1915 under a New York State charter. In 1924, a national 
bank charter was received. Grace National is not a "company" bank since, by law, it 
cannot finance operations of the parent. However, there are mutual advantages. Because 
of Grace's worldwide contacts, the Bank has become expert in international financing. It 
also maintains domestic banking relationships with its corporate clients, which include 


many leading industrial companies. 


Grace National supplies a full range of commercial banking facilities and services. 
Within recent years, the trust and investment advisory department has established a particu- 
larly fine reputation for soundness and competence. Because of its particular experience in 
foreign trade, the Bank has many of the leading United States corporations as depositors 
and customers. European banking relations have been expanded under the supervision of 
its aggressive management. 


The remarkable growth of Grace National is evident from the following: 


RESOURCES, DEPOSITS, NET OPERATING EARNINGS 
Grace National Bank 


W. R. Grace & Co. owns 78.9% of the 40,000 shares now outstanding. The 


remainder is mostly owned by present or past members of management of the Bank. The 
Bank is carried as an investment in the Company's accounts and operating results are not 
consolidated. During 1955, the Bank paid out a conservative $6.00 dividend from earn- 
ings of $24.65 per share. W. R. Grace & Co. in 1955 received total dividends of $189,702 


from Grace National. 


Foster and Kleiser Company 


In October 1952, Grace acquired for cash over 99% of the common stock of Foster and 
Kleiser Company, the second largest outdoor advertising firm in the United States and the 
largest on the Pacific Coast. This subsidiary is being made a division of the Company. 
The outdoor advertising business appears to be foreign to the basic objectives of 
W. R. Grace & Co. However, it should be recognized that at the time of this acquisition, 
part of Grace's philosophy was to invest its money in profitable, expanding concerns in 
the United States. When this can be done on an extremely attractive basis, it is all the more 


desirable. The investment return on Foster and Kleiser has been phenomenal: 


$7,800,000 
4,000,000 
$3,800,000 


Net income after taxes 1953, 1954, 1955 $5,522,414 
Difference $1,722,414 


Thus, within a period of three years, Foster and Kleiser has earned $1.7 million 
more than the $3.8 million cash that W. R. Grace & Co. put up for its purchase. The return 
on the cash investment has averaged about 50% per year net after taxes. 

This Division maintains and services almost 35,000 outdoor advertising structures 


in 450 communities throughout Washington, Oregon, California and Arizona. The more 
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than 1,200 employees operate from ten branch offices on the Coast and sales offices in 


New York and Chicago. Its growth is shown in the following statistics: 


Net Income 
Operating as % of 
Revenues Revenues 


$19,237,078 $1,904,437 
18,426,420 1,969,775 
16,435,995 1,648,232 


The success of Foster and Kleiser is attributed to the climate of the West Coast and 
its own specialized ability. For example, in the Los Angeles area, the highest traffic density 
in the United States and a year-round motoring climate present a most appealing advertis- 
ing market for national as well as local companies. The result of Foster and Kleiser's expert 
design, creative art and sales promotion abilities has been thousands of unique electrical 


displays, painted bulletins, poster displays and painted wall advertisements. 


Griswold and Company Incorporated 


Griswold and Company Incorporated, 80% of which was acquired in 1944, conducts a 
general insurance brokerage business. The Company functions as insurance broker for 
many top industrial firms. Griswold and Company Incorporated does not, by reason of 
state insurance regulations, act as insurance broker on any of W. R. Grace & Co.'s busi- 
ness. Because of the competitive nature of the business and the fact that competitors release 
no public figures, Griswold and Company's are not published. The growth of Griswold and 


Company and, in particular, the return on investment, have been remarkable. 


Oil and W. R. Grace & Co. 


The expansion of W. R. Grace & Co. into petrochemistry both in the United States and 
now probably in South America has stimulated the Company's interest in entering the oil 
industry. 

As an initial step in the fulfillment of this objective, Grace and Libyan American 
Oil Company, a wholly owned subsidiary of Texas Gulf Producing Company, have begun 
a joint oil exploration program in Libya on six concessions aggregating 25 million acres. 
Grace has agreed to contribute initially up to $7.5 million towards the expense of explo- 
ration, which will include geological studies and drilling activity. The initial test well is in 
the vicinity of Benghazi. The Company will have varying interests in these concessions. The 
lowest rate of participation will be 49%. Grace additionally purchased 50,000 shares of 
Texas Gulf Producing Company stock at $44.50 per share ($2,225,000). 

Assuming that the exploration money is spent over a four- to five-year period, the 
net cost to the stockholder after taxes, assuming no oil is discovered, would be only about 
$0.15 per share per year. Although no oil is being produced now in Libya, a favorable 
discovery was made in Algeria several months ago by a Royal Dutch Shell affiliate. This 
well is near one of the Libyan American-Grace concessions in Libya. It was completed at 
1,400 feet and tested 500 barrels of high gravity oil a day. 

The headquarters for this venture is in Tripoli, Libya, and the field work is being 
directed from Benghazi. Although no one can say what the outcome will be, the prospects 


appear to be favorable. 
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Personnel and Organization 


INTRODUCTION 


Management, under the leadership of J. Peter Grace, is a healthy balance of executives 
trained internally and externally. Those trained internally provide the ways and means of 
blending the new and old, while the latter contribute their specialized skills to the more 
recent Grace activities, as well as supplying top echelon group leadership. Basic in this 
complementary executive staff is an asset which is only recognizable after many hours of 
conversations with these people: the tremendous breadth of experience and industrial 
contacts spread throughout the Company. The advantageous acquisitions that Grace has 
made in recent years were often initially due to this broad industrial acquaintanceship of 
Company personnel. 

The operations of the Company are now administered essentially on a ‘‘divisional- 
group" basis with each group executive being responsible for the operating results of his 
group. This pattern likewise extends down to the managers of the divisions within a par- 


ticular group. Margins have improved significantly since the institution of the divisional 


approach instead of a functional one. A country-by-country approach is used in South 


America because of differing national laws, customs and markets. Particular attention is 
placed upon the training of local people. 

The senior general management is composed of Messrs. J. Peter Grace, Hugh S. 
Ferguson, John C. Griswold, A. S. Rupley, and James H. Stebbins. Their duties as members 
of this group include the formulation of Company policy. This form of organization brings 
breadth and stability to the management, providing it with the balance so necessary in 
managing an enterprise of Grace's size and scope. The five members of senior manage- 
ment are also members of the Advisory and Planning Committees. 

The eight staff groups shown on the Plan of Organization provide common services 
for the operating groups and are available for advice and assistance on request. Many 
of the personnel in these staff positions have had line experience throughout the divisions. 

One of the intangible assets in W. R. Grace & Co. which is apparent throughout 
the organization is the spirit of teamwork. Despite the relative rapidity of expansion, the 
managements have been well integrated. The reason for this apparently lies in the diversified 
nature of Grace itself. For example, in the college recruiting program, the Company can 
offer both domestic and foreign opportunities in many of the well-known growth industries. 
Then, over the years, there is a diversity of opportunity for promotion which is not only 
stimulating to the employee but tremendously broadening in its scope of training. 

A company such as W. R. Grace & Co., with its wide range of interests, must have 
a Board of commensurate talents. The twenty-four-man Board consists of ten operating 
executives, four retired Company officials and ten leading businessmen, representative of 


stockholders, the banking and legal professions, textiles, oil and general manufacturing. 
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W. R. GRACE & CO. 


STOCKHOLDERS 


PRESIDENT AND CHIEF EXECUTIVE OFFICER 


J. Peter Grace 


EXECUTIVE VICE PRESIDENT PRESIDENT EXECUTIVE VICE PRESIDENT @ EXECUTIVE VICE PRESIDENT @ EXECUTIVE VICE PRESIDENT § EXECUTIVE VICE PRESIDE 
GENERAL BUSINESS GROUP GRACE LINE INC. CHEMICAL GROUP LATIN AMERICAN PAPER SOUTH AMERICAN GROUP 
AND CHEMICAL GROUP 


J. C. Griswold*t L. A. Lapham *f G. Ge John T. Whitely* J. H, Stebbins *t A. B. Shea*t 
VICE PRESIDENT AND 


GENERAL MANAGER OF 
TERRITORIAL OPERATIONS 


J. B. Harris 


"Member of Advisory Committ 
tMember of Planning Committee 
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BOARD OF DIRECTORS 
W. G. Holloway, Honorary Chairman 


John J. Burns 

| John T. Cahill 

| Bradley Dewey 

| E. Ainsworth Eyre 
Hugh S. Ferguson 


John C. Griswold 
Robert T. Haslam 
Chester F. Hockley 
Lewis A. Lapham 
John T, Madden 


L. H. Odell 

John H. Phipps 
Michael G. Phipps 
Philip L. Reed 
Harold J. Roig 


William P. Gage 
Marlin G. Geiger 
J, Peter Grace 


Roger Milliken 
James J. Minot 


A. S. Rupley 
Andrew B. Shea 
Frank C. Walker 


ADVISORY COMMITTEE 


PLANNING COMMITTEE 


EXECUTIVE VICE PRESIDENT 
FINANCIAL SERVICES GROUP 


A. T. Daignault*t 


VICE PRESIDENT VICE PRESIDENT VICE PRESIDENT VICE PRESIDENT VICE PRESIDENT MANAGEMENT VICE PRESIDENT 
AND TREASURER CONTROLLER ADMINISTRATIVE SECRETARY AND = PUBLIC RELATIONS INDUSTRIAL CONSULTATION GENERAL 
CONTROLS RELATIONS (SERVICES DEVELOPMENT 
T. C. Stockhausen F. R. Feuss W. B. McCloskey F. F. Moon J.D. J. Mooret FE Lorkint —_aasr Vice Bresidens _D. W. Robbinst 
Corporate Finance = Accounting: Budgeting Corporate Affairs Public Information Executive Organization Economic Studies 
Poyments and *Porent Company Capital Expenditure Legal Affairs Stockholder Development Planning Development 
Receipts * Consolidations Control Information General General Information 
Credits and Systems and Financial Analysis Institutional Employment Management Coordination 
Collections satnds Directors’ Reports Advertising Wage ond Salary Consultation 
Tox Activities Auditing Administration 
Insurance and a Training and 
EI det ‘ond Claims Development 
Office Services (N.Y.) Union Relations 
Transportation ond Employee Relations 
Special Services : Medical, Safety and 
4 Plant Security 
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Board of Directors 


W. G. HOLLOWAY 


Honorary Chairman of the Board 


JOHN J. BURNS 
Burns, Currie, Rich, Rice & Mahoney 


JOHN T. CAHILL 
Cahill, Gordon, Reindel & Ohl 


BRADLEY DEWEY 
Formerly Chairman of the Board, 


Dewey and Almy Chemical Company 


E. AINSWORTH EYRE 
Hurt Oil Co., Partner 


HUGH S. FERGUSON 


Executive Vice President 


WILLIAM P, GAGE 


Vice President 


MARLIN G. GEIGER 


Executive Vice President 


J, PETER GRACE 


President 


JOHN C. GRISWOLD 


Executive Vice President 


ROBERT T. HASLAM 
Formerly Vice President and Director, 
Standard Oil Co. (N. J.) 


CHESTER F. HOCKLEY 
Formerly Chairman of the Board, 


The Davison Chemical Corporation 
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LEWIS A, LAPHAM 


President, Grace Line Inc. 


JOHN T. MADDEN 
President and Chairman, 
Emigrant Industrial Savings Bank 
ROGER MILLIKEN 
President, Deering, Milliken & Co. 


JAMES J. MINOT 
Co-Senior Partner, 
Paine, Webber, Jackson & Curtis 
L. H. ODELL 
Vice President 
JOHN H, PHIPPS 
John H, Phipps Broadcasting Stations 
MICHAEL G. PHIPPS 
Bessemer Properties, Inc. 


PHILIP L. REED 
Formerly First Vice President and Treasurer, 


Armour & Co. 
HAROLD J. ROIG 

Formerly Vice-Chairman of the Board 
A. S. RUPLEY 


Executive Vice President 


ANDREW B. SHEA 
Executive Vice President and President and 


Director, Pan American-Grace Airways, Inc. 


FRANK C. WALKER 
President, Comerford Publix Theatres Corp. 


While it is often difficult to single out the contributions of individual executives, a 


description of the policy-making executives is important. These men, of an average age of 
50 years, have an average of 22 years of service. 

J. PETER GRACE, President. The son of Joseph P. Grace and a grandson of the 
founder, Mr. Grace literally grew up in the business. After ten years of service in many divi- 
sions and positions, he assumed the presidency in 1945 at the age of 32. His belief in the 
future of the Americas and his consistent optimism have been the core from which the 
Company has had its truly remarkable growth. Probably one of the most important personal 
assets that Mr. Grace has given to the Company is the ability to choose outstanding 
executive personnel. In addition to his untiring efforts in behalf of the Company, Mr. Grace 
serves as a director and trustee of several leading banks, industrial and insurance com- 
panies and charitable organizations. 

ALEXANDER T. DAIGNAULT, Executive Vice President, Financial Services Group, super- 
vises the financial staff departments. His previous service with Dewey and Almy makes him 
especially suitable for a company expanding into process chemistry. 

HUGH S. FERGUSON, Executive Vice President, came to the Company through the 
merger with Dewey and Almy, of which he was president. He now is one of the five mem- 
bers of the senior management team. His previous success with Dewey and Almy indicates 
his unusual degree of administrative competence. 

MARLIN G. GEIGER, Executive Vice President, is the Chemical Group Executive. His 
experience as President of Davison Chemical Company Division provides important back- 


ground for his present responsibility for Grace chemical operations. 
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J. PETER GRACE 


Mr. Grace has been president since 1945, when he assumed the 
office at the age of 32. In addition to his efforts in behalf of the 
Company, he is a director and trustee of many other business 


and charitable organizations. 


ALEXANDER T. DAIGNAULT 
Executive Vice President 
Financial Services Group 


JOHN C. GRISWOLD 
Executive Vice President 
General Business Group 


ANDREW B. SHEA 
Executive Vice President 


HUGH S. FERGUSON 
Executive Vice President 


LEWIS A. LAPHAM 
President 
Grace Line Inc. 


JAMES H. STEBBINS 
Executive Vice President 
South American Group 


MARLIN G. GEIGER 
Executive Vice President 
Chemical Group 


A. S. RUPLEY 
Executive Vice President 


JOHN T. WHITELY 
Executive Vice President 
Latin American Paper 
and Chemical Group 
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JOHN C. GRISWOLD, Executive Vice President, General Business Group, is respon- 
sible for the supervision of Foster and Kleiser, Griswold and Company and the Company's 
investment in Grace National Bank and the Libyan oil venture. He is a member of the senior 
management group with an unusually wide industrial acquaintance and has played an im- 
portant role in Grace's expansion. 

LEWIS A. LAPHAM, President, Grace Line Inc., is considered to be one of the out- 
standing leaders in the shipping industry. Prior to coming with Grace in 1953, he served 
as President of American Hawaiian Steamship Co. 

A. S. RUPLEY, Executive Vice President, is one of the senior executives who have 
grown up with the Company. As a member of the senior management team, his experience 
and understanding of the scope of all operations provide Grace with the “‘bird's eye” 
picture so often absent in a large company. 

ANDREW 8B. SHEA, Executive Vice President, has over 36 years of active experience 
with the Company and is one of the foremost experts on South America. He has been 
one of the primary forces behind the growth of the South American enterprises and of 
Panagra. 

JAMES H. STEBBINS, Executive Vice President, Foreign Group, is charged with the 
general supervision of foreign operations in addition to his duties as a member of the 
senior management group. His years of service with the Company in this area have been 
of major importance to the success of Grace. 

J. T. WHITELY, Executive Vice President, Latin American Paper and Chemical Divi- 
sion. His supervision also extends over the Project Development Division and the General 
Engineering Services. 

The next level of management has an average age of 45 years with an average 


of 15 years of service. 


Certainly no description would be complete without mentioning again the two 


outstanding South Americans who have contributed so much to the success of W. R. Grace 
& Co., Raul Simén of Chile and Carlos Garcia Gastafieta of Peru, both vice presidents of 


the parent concern. 


About 14,000 employees are plantation workers in Peru. Supervisory employees 
throughout the organization total 3,092. In South America about 82% of all supervisory 
employees are citizens of the country in which they work. Effective training at the local 
level is one of the prime reasons for the Company's success in South America. 

Grace has no single policy program of employee benefits. Rather, the approach is 
on a national basis because of the wide divergence of habits, customs and social legisla- 
tion in the various countries. Its progressive employee policies in South America have made 
jobs with the Company one of the most desired occupations. W. R. Grace & Co. and all 
of the subsidiaries in the United States have life insurance, hospital and medical compen- 


sation, and a contributory retirement program. In addition, the Company offers advanced 


training and educational opportunities to qualified employees. 
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Financial Analysis of 
W. R. Grace & Co. 


We have thus far endeavored to describe the qualitative aspects of the Company and its 
business as well as the record and ability of management. This section is devoted to a 
study of the financial record as it relates to the growth of Grace and comparative invest- 
ment values as viewed by the investor. 

W. R. Grace & Co. is a unique organization in its pattern of growth, from South 
America to the United States and then back again. There is essentially no comparable 
company and it is believed misleading to select several companies that engage in a few 
phases of Grace's activity and endeavor to demonstrate the Company's statistical attrac- 


tiveness. The following table shows the rate of growth: 


GROWTH AND PROFITABILITY 


1955 1954 1953 1952 

Sales and Operating Revenues (000) $427,066 413,402 330,980 315,588 
Operating Profit (000) $50,155 41,721 31,715 21,064 

As % of Sales 11.7% 10.1 9.6 67 
Depreciation (000) $14,128 11,527 7,515 6,407 

As % of Sales 3.3% 28 23 2.0 
Pretax Income (000) $34,776 29,014 25,843 15,497 

As % of Sales 8.1% 7.0 78 49 
Income Taxes (000) $12,802 11,311 10,483 5,156 

As % of Pretax Income 36.8% 39.0 40.6 33.3 
Income Applicable to 

Minority Stockholders (000) 1,691 2121 1,441 1,168 
Provision for Unrealized 

Foreign Exchange Differential (000) 1,504 788 1,333 633 
Net Income (000) $18,780 14,794 12,586 8,540 

As % of Sales 44%, 3.6 3.8 27 
Preferred Dividend (000) $960 960 960 960 
Net Available for Common (000) $17,820 13,834 11,626 7,580 
Common Dividend (000) $8,473 6,473 5,404 4,861 
% Payout 47.5% 46.8 46.5 64.1 


Per Common Share 1950-1955" 
Number of Common Shares, Year-End 4,284,831 4,119,493 2,769,982 2,610,000 


Price Range $55-42 48-28 33-25 34-26 
Cash Earnings $8.41 6.87 677 5.23 
Mean Price X Cash Earnings Ratio 57 5.5 43 57 
Net Earnings $4.16 3.36 3.61 2.65 
Mean Price X Net Earnings Ratio 117 13 8.0 113 
Dividend $2.00 175 75 1.60 
Mean Yield 4.12 4.61 6.03 5.33 
Book Value $45.17 43.28 52.44 51.74 
Mean Market Price as % of 

Book Value 107.4% 87.8 55.3 57.9 


1 Includes Dewey and Almy Chemical Company and subsidiaries, 1950-1955. 
* Excludes Dewey and Almy Chemical Company and subsidiaries, 1950-1953. 


1951 
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The six-year consolidated income statement illustrates the growth trend and the increasing 
profitability of its operations. This, of course, reflects the integration of the acquisitions as 
well as the greater degree of expansion into the process industries with their higher profit 
rates. The important consideration is that the earning power of the stockholder's equity has 
been increased, thus demonstrating the advantages of the acquisitions. 

In the first table Dewey and Almy figures are included from 1950 on to show the 
historic growth of Grace as it is now comprised. In the Per Common Share statistics Dewey 
and Almy is excluded from 1950 through 1953 since this table shows the relationship of 
the price of Grace common to various financial figures. To include the Dewey and Almy 
figures here would be misleading since the price of Grace common only reflected evalua- 


tions of Grace as it then existed. 


Non-Consolidated Subsidiaries and Affiliates 

Not shown in the preceding comparison is the equity in undistributed earnings of non- 
consolidated subsidiaries which, in 1955, amounted to $1.2 million or 29 cents per share. 
Book value would also be increased by approximately $3.00 per share if Grace's total 
equity in the net assets of non-consolidated subsidiaries were included. The growth of these 


assets over original cost is most impressive. 


Excess of Equity 
Over Cost 
(000) 


Grace National Bank (78.94%) $8,188 $5,510 
Panagra (50%) 6,406 5,906 
Gulf & South American Steamship (50%) 3,983 1,483 


$18,577 $12,899 


The following index comparisons illustrate the growth trend: 


The most important item in the above table is profits before taxes which have 


grown ata much faster rate than the aggregate of the chemical industry. While the investor 
could rightfully say that this is a measure of the aggregate and may hide the more un- 


favorable comparisons, the following statistics show that this is not of importance. 
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Estimated 1956 
Earnings Per Share 


Dow Chemical 
Dow-Jones Average 


DuPont 

Eastman Kodak 
General Motors 
Grace 

Hercules Powder 
National Lead 
Standard Oil (N.J.) 
Union Carbide 
United Fruit 


1As of October 19, 1956 


Increase 
Average 1955 Over 
1937-1939 1937-1939 


Dow Chemical 
Dow-Jones Average 
DuPont 

Eastman Kodak 
General Motors 
Grace 

Hercules Powder 
National Lead 
Standard Oil (N. J.) 
Union Carbide 
United Fruit 


1 For latest calendar or fiscal year. 


Price Earnings Ratios 


Average 
1950-1952 


Increase 
1955 Over 
1950-1952 


Net 
Earnings 
after 
Preferred 
Dividend 


$17,820 
13,834 
9,999 
6,923 
7,533 
9,574 


In comparison with these representative major companies, the growth of W. R. 
Grace & Co. is impressive whether we use the prewar base or the 1950-1952 base which 


represented peak years of an economy stimulated by the Korean conflict. 


CHEMICAL EARNINGS AND CASH FLOW 
While for competitive reasons a breakdown of divisional earnings is not disclosed, it is 
significant to see the growing importance of the cash flow from chemical operations as 


well as the relative importance to other groups. 


CONSOLIDATED CASH FLOW 


Depreciation 


$14,128 
11,527 
6,487 
5,470 
5,369 
4711 


1950-1955! 
(000) 


Equity in 
Unrealized | Undistributed 
Deferred Foreign Earnings of 
Tox Exchange | Non-Consolidated 
Liability Differential Subsidiaries 


$1,350 
388 
100 


Excludes Dewey and Almy Chemical Company and subsidiaries, 1950-1953. 


Chemical 
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Equity in 
Net Earnings Unrealized Undistributed 
after Taxes Deferred Foreign Earnings of 
and Preferred Tax Exchange | Non-Consolidated 
Dividend Depreciation Liability Differential Subsidiaries 


1 Excludes Dewey and Almy Chemical Company and subsidiaries, 1950-1953. 


The above increase in the contribution of chemical earnings to cash flow is a 
measure of the basic change in the Company's operations. We estimate that earnings per 
share in 1956 will approximate $4.50 per share. Non-consolidated cash earnings are 


estimated at 40 cents per share. Total cash flow should approximate $8.90 per share. 


FINANCING AND EXPANSION 

Grace's growth during the 1950-1955 period was too great to be financed wholly from 
internally generated funds. Total depreciation was sufficient to finance about 70% of 
capital expenditures. The remainder, plus the larger working capital needs, were obtained 


from retained profits and long-term financing, both debt and equity. 


SOURCE OF FUNDS 
Net income 
Depreciation & other non-cash charges 
Net proceeds of new financing 
Working capital of companies acquired 
through merger or purchase 
Total source of funds 


APPLICATION OF FUNDS 
Capital expenditures 
Cash payments for companies merged 
or acquired 
Dividends 
Other—net 


Total application of funds 


Net increase in working capital 


‘Excludes Dewey and Almy Chemical Company and subsidiaries, 1950-1953. 


$19,000 
17,000 
17,000 


SOURCE AND APPLICATION OF FUNDS 
W. R. Grace & Co. 
1950-1955! 


$53,000 


$23,000 


$ 3,000 


5,000 
4,000 


$42,000 


$12,000 


$11,000 


$ 4,000 


The expansion forecast for W. R. Grace & Co. will undoubtedly, from time to time, 


require more capital than can be generated internally. Grace operating results demon- 


strate the effectiveness with which internally generated cash and the proceeds from the 


sale of new capital issues have been employed. 


In 1957 the planned expansion detailed in the next section may necessitate addi- 


tional long-term financing, probably in the form of a private placement with: institutional 


investors. 


Expansion and the Future 


A diversified company has two basic strengths, the stability of overall performance, and 


an unusual ability to expand in new fields when others become restrictive or obsolete. 


Grace, in particular, has many such opportunities. 


The current $20 million expansion into polyethylene, the $7.5 million chemical and 


$1 million ERIEZ magnet plant in Brazil, and the 20-year $145 million Grace Line replace- 


ment program have been mentioned previously. Other projects announced or under 


advanced consideration include: 


1 


Paper plants in Puerto Rico, Colombia and Cuba. By 1965 paper production 
is projected at 95,000 metric tons. 

CRYOVAC —general expansion both in the United States and abroad. 
Catalysts — expansion at Curtis Bay, Maryland, and a new plant in Valleyfield, 
Quebec, Canada. 

Research facilities—a new central research laboratory and a new Davison 
Division research facility. 

Paper plant in Brazil— based on the use of pulp from the eucalyptus tree. This 
project is under preliminary consideration. 


Oil operations in Libya. 


The overall direction of the Company's expansion can be seen in the following 


table: 
General 
Chemical Foreign Steamship Business 
Group Group Group Group Other Total 
= 


1955-1950 | $112,700 67% | $31,300 19% | $4,000 2% | $14,300 9% | $4,500 3% T $166,800 100% 


1955 12,700 54 7,400 31 1,200 5 1,600 7 700 3 23,600 100 
1954 36,100 76 510011 | 1,000 2 1,800 4 3,300 7 47,300 100 
1953 61,100 91 3,700 6 | 400 1 1,400 2 200 — 66,800 100 
1952 1,000 7 3,300 23 200 1 9,500 68 100 1 14,100 100 
1951 1,500 12 9,900 83 500 4 - - 100 1 12,000 100 
1950 300 10 1,900 63 700 24 - - 100 3 3,000 100 


Capital appropriations announced in 1956 are estimated at $100 million ($27 mil- 


lion of which is for fleet replacement) broken down as follows: 


(millions) 
Chemicals $43 
South America 25 


Grace Line (including replacement program) 30 
Miscellaneous 2 


$100 


Of this appropriation and previous appropriations, approximately $50 million will 


be spent this year for expansion as follows: 


Chemicals 
South America 


Grace Line 
Miscellaneous 


The foregoing total of $50 million to be spent in 1956 for expansion does not 


include another $3 million to be spent during the year in connection with the Grace Line 
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fleet replacement program which should, of course, be considered apart from regular 
expansion. The amount of $50 million represents an addition of 20% of gross fixed assets 
and 36% of net fixed assets as of December 31, 1955. It should be noted that the bulk 
of the $50 million will be used for higher profit margin chemical programs. 

The percent increase in gross (20%) and net (36%) fixed assets, represented by 
the expected 1956 capital expenditures of $50 million for expansion, is greater percentage- 
wise than the expenditures announced by any of the companies listed below. There are 
many factors affecting return on capital expenditures which would leave a pure math- 
ematical evaluation open to criticism. We show below how Grace's 1956 expansion 
program compares percentagewise with those of other leading companies in the chemical 


field. 


Announced Fixed Assets 

Expenditures 12/31/55 Expenditures 
1956 Gross Net as %, of 
(000) (000) Gross Net 


W. R. Grace & Co. 
Air Reduction 
Allied Chemical 
DuPont 

Eastman Kodak 
Pennsylvania Salt 
Union Carbide 


Because of the Company's diversification program and specialized skills or facili- 
ties, we believe the following are natural fields for future expansion: fluorine compounds, 
acetylene chemistry, polyolefins, nitroparaffins, and rare metals. These are among the 
most promising growth areas in the chemical industry. Success in the Libyan oil exploration 


program would undoubtedly mean a major expansion in this field. 


In Summary 


1. The strength of W. R. Grace & Co. lies in its diversification achieved through 
internal development and intelligent acquisitions. 

2. The Company, in our opinion, is more valuable than the simple sum of its indi- 
vidual operations. 

3. The common stock will probably be appraised at a higher multiple of earnings 
as the record and programs become more fully appreciated. 

4. The multiple profits concept in South America will be extended as the new plants 
come into production in that area. 

5. Grace Line provides a good source of earnings for expansion in more rapidly 
growing areas. 

6. Capital expenditures are in areas in which the Company has special abilities— 
few companies have better opportunities. 

7. We believe that the management combines the attributes of broad experience 
and competence with young, vigorous and imaginative leadership. 

8. For the first six months of 1956, net earnings were reported as $2.62 per share, 
including 25 cents which is the equity in undistributed earnings from non-consolidated 
subsidiaries and 50%-owned companies, based on average number of shares outstanding. 
Total 1956 net earnings are estimated at $4.90 per share on the same basis. 

9. At the current price of $582, the stock is selling at 13 times estimated 1956 
consolidated earnings of $4.50 and 6.6 times estimated total cash earnings of $8.90 per 
share (Oct. 19, 1956). 

10. In recent years, about 50% of earnings have been paid out as dividends. 
Based on the current annual dividend of $2.40 the yield is 4.1%. 
11. We consider the stock most attractive as a long-term investment with a fine 


current income for a growth company. 
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Appendix 


STATEMENT OF CONSOLIDATED INCOME 
W. R. Grace & Co. and Subsidiary Companies 


Sales and operating revenues 

Costs and operating expenses after deducting subsidy (less 
recapture) on steamship operations of $9,124,988—Note 3 

General and administrative expenses 

Depreciation 

Research and development expenses 


Other Income: 
Dividends and interest 
Miscellaneous (net of miscellaneous charge of $734,705) 


Interest Expense 
U.S. & Foreign Taxes on Income—Note 4 


Income applicable to minority stockholders in consolidated 
subsidiaries—Note 5 


Provision for unrealized foreign exchange differential (after 
deducting $1,083,447 applicable to minority stockholders) 
Net Income 


December 31, 1955 


$427,066 


391,039 
$ 36,027 


3,243 
pests 
$ 40,178 

5,402 


Notes to Statement of Consolidated Income 


s Income: 


1. Unconsolidated Subsidiar 

The Company equity in the aggregate net earnings of its unconsolidated subsidiaries (Grace National Bank and Grace 
Staff Corporation) and 50%-owned companies (Gulf and South American Steamship Co., Inc. and Pan American-Grace Airways, 
Inc.) for 1955 exceeded dividends received from these companies by $1,240,313. 


2. Basis of Conversion of Foreign Currency Acceunts: 

All profit and loss accounts, except depreciation, were converted at computed exchange rates based on: 

A. The rates at which profits, to the extent remitted, were realized in U.S. dollars. 

B. The rates in effect at the date of reinvestment of local currency funds in fixed assets or in capital stocks of foreign 
corporations. 


C. Appropriate year-end rates for any remaining profit. Depreciation has been charged to income at amounts based on 
the dollar cost of the property, plant and equipment. 


3. Operating-Differential Subsidy: 

Since the beginning of 1938, Grace Line Inc., a wholly owned subsidiary, has conducted certain of its operations under 
the terms of an operating-differential subsidy agreement with the U.S. Maritime Commission and its successor, the Federal 
Maritime Board. These agreements provide, among other things, that at the end of any ten-year period during which an operat- 
ing-differential subsidy has been paid, or when prior to the end of such ten-year period, the contract shall be terminated, one 
half of all profits from subsidized operations in excess of 10% per annum after taxes of the capital necessarily em, 
shall be recaptured by the Government, but the amount so recaptured shall not exceed the amount of the operating-differential 
subsidy received during the period. Subsidy for the years 1949 through 1955 has been accrued, and allowances for recapture 
of profits by the Maritime Commission has been made, subject to the settlement of final rates for those years. 


4. U.S. and Foreign Taxes on Income: 
Examinations of the U.S. consolidated income tax returns of the Company and its includible domestic subsidiaries by the 
U.S. Internal Revenue Service have not been completed for 1947 and subsequent years. In addition, examinations of the tax 
returns in many foreign countries have not been completed for recent years. It is believed, however, that Provisions made in 
1955 and earlier years are adequate. 
5. Income Applicable to Minority Stockholders in Consolidated Subsidiaries: 
Minority share of net income before deducting provision for unrealized foreign 


exchange differential. . . 2. 5 2 + +e © et + ee # @ « + $1,690,000 
Less—Minority share of provision for unrealized foreign exchange differential . . 1,083,000 
Minority share in net income for the yeor . 2. 6 6 se ee ee ee $ 607,000 
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CONSOLIDATED BALANCE SHEET 


W. R. Grace & Co. and Subsidiary Companies 


Current Assets: 


Cash—unrestricted—including foreign currencies 
of $4,077,443 
U.S. dollars deposited with banks in the U.S. 
as security for loans payable in foreign 
currencies 
U.S. Government securities, at lower of cost or 
market, including $1,000,000 deposited as 
collateral with Grace National Bank 
Marketable securities, at cost which is 
approximately market value 
Notes and accounts receivable, less reserves 
of $3,535,175 
Inventories—Note 3 
Prepaid expenses 
Total Current Assets 
Special funds and deposits—Note 4 
Investments and advances to unconsolidated 
subsidiary and affiliated companies, at cost 
Miscellaneous investments and other assets 
at cost or less 
Properties and equipment, at cost: 
Land 
Buildings 
Machinery, equipment, etc. 
Vessels and marine property 
Advertising structures 
Projects under construction 


Less Accumulated Depreciation 


Goodwill, less amortization of $800,749 


$ 32,402 


2,110 


41,355 
6,970 


55,987 
71,399 
3,939 
$214,162 
41,983 


7,502 
11,003 


14,698 
43,178 
118,622 
47,374 
9,575 
12,047 
$245,494 
106,926 
$138,568 
1,681 
$414,899 
=—S 


December 31, 1955 


Current Liabilities: 


Loans payable in foreign currencies 
Long-term debt due within one year 
Accounts and acceptances payable 
U.S. and foreign taxes on income—Note 5 
Other current liabilities 
Total Current Liabilities 
Excess of undetermined voyage revenue over 
expense and other deferred income 
Deferred U.S. taxes on income—Note 6 
Managers’ deferred compensation 
Employee severance payments required under 
foreign social laws, and other operating 
revenues 
Long-term debt—Note 7 
Equity of minority stockholders in 
consolidated subsidiaries 


Capital Stock—Note 7 
Authorized by charter—$100,000,000 
Issued and outstanding 
Preferred 
Common—par value $1.00 per share 


Paid-in Surplus—Note 7 
Earned Surplus—Note 7 


(000) 


$ 11,930 
1,931 
50,056 
12,047 
__aasa 
$ 84,317 


3,679 
1,928 
2,435 


Notes to Consolidated Balance Sheet 


1. Principles of Consolidation: 

The consolidated financial statements include the accounts of W. R. Grace & Co. and all majority owned and controlled 
domestic and foreign subsidiary companies, other than Grace National Bank of New York (78.9% owned) and Grace Staff 
Corporation (100% owned). Also excluded were two 50%-owned companies, Gulf and South American Steamship Co., Inc. and 
Pan American-Grace Airways, Inc. The total equity, ($18,600,007) in the net assets as shown by the financial statements of those 
companies at December 31, 1955 exceeded the cost of the investments in the companies by $12,912,002. 

2. Basis of Conversion of Foreign Currency Accounts: 


Net current assets and operating reserves at appropriate year-end rates except that imported inventories were valued at 
approximate acquisition cost in countries having free exchange at December 31, 1955. Fixed assets and investments at rates in 
effect at dates the assets were acquired. 


3. Inventories: 
The amounts of the inventories included in the balance sheet are summarized by major classes as follows: 


(000) 

Raw and packaging materials $16,877 
In process 7,254 
Finished products 19,584 
General merchandise, produce, etc. 19,112 
Stores and supplies 8,572 
$71,399 


Inventories are stated at the lower of cost or market. Market for raw and packaging materials and stores and supplies is 
based on replacement cost and for other inventory classifications on net realizable value. Due to the diversified nature of the 
companies’ operations, several bases of determining costs are used, including last-in first-out for a minor portion of the 
inventories. 


4. Special Funds and Deposits: (000) 
Special funds of Grace Line Inc., a wholly owned ocean transportation company $38,661 
Other special and guaranty deposits 3,322 
$41,983 


In January 1956, Grace Line Inc. entered into an agreement to undertake a long-term ship replacement program, which 
calls for immediate construction of two passenger-cargo liners at a cost to Grace Line Inc. of approximately $27,000,000. The 
ships are scheduled for completion by 1958. The funds will come largely from Special Funds and Deposits at December 31, 1955. 
The existence of this fund is required by U.S. Merchant Marine legislation. 


5. See Note #4 under Income Statement. 


6. Deferred U.S. Taxes on Income: 

Certain properties operated by divisions of the Company are covered in part by certificates of necessity from the U.S. 
Government. For purposes of determining income taxes, the certified portion of the cost of these facilities is being amortized 
over a 60-month period. For reporting purposes, normal depreciation on the certified portion of these facilities is being charged 
against income. The excess of tax amortization over normal depreciation resulted in a temporary tax benefit amounting to 
$1,349,541 in 1955, which has been charged against earnings and credited to deferred U.S. taxes on income. The total so 
deferred will be taken into earnings over the remaining useful lives of the facilities commencing upon expiration of the 
60-month period. 


7. See Capitalization Table and Notes. 
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CONSOLIDATED CAPITALIZATION 


W. R. Grace & Co. and Subsidiary Companies 


December 31, 1955 (000) 

Long-Term Debt—Note 1 $ 95,250 
Equity of Minority Stockholders in Consolidated Subsidiaries 12,470 
Preferred Stock ($100 Par Value)—Note 2 13,000 
Common Stock ($1 Par Value)—Note 3 4,285 
Paid-In Surplus—Note 3 54,595 
Earned Surplus—Note 4 136,344 

$315,944 


Notes to Capitalization Table 


(000) 


1. Long-Term Debt: 
W. R. Grace & Co.: 


Vh% notes payable to insurance companies—due from 1962 to 1982 $38,206 
3.95% notes payable to insurance company—maturing May 1, 1967—$1,500,000 payable 
annually in 1957 and 1958 and $1,000,000 annually thereafter to 1966 14,800 
4'2% mortgage loan payable to insurance company—duve in 32 equal semi-annual 
installments from 1957 to 1972 304 
Convertible subordinate debentures: 
4%e% due May 1, 19741 1,537 
4%s% due November 1, 1974! 3,645 
3%% due May 15, 1975 30,000 
Grace & Co. (Pacific Coast): 
42% notes payable to insurance company—due from 1957 to 1964 1,600 


Grace Corporation: 

42% \evel payment mortgage notes payable to insurance company quarterly through 1976 2,981 
Grace Line Inc.: 

3%2% mortgage notes payable to U.S. Maritime Administration due from 1956 to 1965 (payable from 


special funds and deposits) 1,828 
Miscellaneous 349 
$95,250 


‘These issues were called on October 1, 1956. In order to be consistent with the last published 
balance sheet, they are retained as though outstanding. 


2. Preferred Stock Issued and Outstanding: (000) 
6% cumulative preferred—40,000 shares of $100 Par Value $ 4,000 
8% cumulative preferred—Class A—50,000 shares of $100 Par Value 5,000 


8% non-cumulative preferred—Class B—40,000 shares of $100 Par Value 


3. Statement of Common Stock and Consolidated Paid-in Surplus: 


Paid-In 
Surplus 


Balance, December 31, 1954 $49,429 
Conversion of subordinate debentures 3,436 
Exercise of stock options 1,274 
Acquisition of, and change of interest in, subsidiaries 456 


Balance, December 31, 1955 $4,285 $54,595 


A total of 901,347 shares of common stock has been reserved for conversion of the three issues of subordinate deben- 
tures and exercise of stock options. 


4. Statement of Consolidated Earned Surplus: (000) 


Appropriated Unappropriated Total 
Balance, December 31, 1954 $50,976 $75,436 $126,412 
Consolidated Net Income 18,780 18,780 
Dividends paid in cash: 
Preferred (960) (960) 
Common ($2.00 per share) (8,473) (8,473) 
Appropriated, net (2,258) 


Equity in earned surplus applicable to 
shares previously held in companies 
consolidated in 1955 16 569 585 


$53,250(A) $83,094(B) $136,344 
(A) Includes: (a) reserves for contingencies $2,000,000; (b) portion of the consolidated surplus of Grace Line Inc., a 
wholly owned subsidiary, deemed not available for dividends since it is related to special funds under joint control 


with the U.S. Maritime Administration $45,658,286; and (c) other surplus reserves, principally amounts set aside by 
foreign subsidiaries as required by statute $5,591,761. 


Includes approximately $7,200,000 which has been transferred to capital stock accounts on the books of subsidiary 
companies, 
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CHANGE IN CAPITALIZATION 


Between 1950 and 1955, the Company's capitalization changed as follows: 


Preferred Stock and Minority Interest 
Common Equity (less goodwill) 


Part of the above change in capitalization, of course, was due to the mergers con- 
summated during this period. The remainder is the result of the Company's policy to use 
some debt to finance its expansion. In this manner, the stockholder obtains a better return 
on his equity over the longer term. Under the present tax laws, financing completely from 
retained earnings is extremely costly to the common stockholder. Thus, as in its physical 
expansion, Grace has followed an aggressive financial policy while keeping a sound 
capital structure. 

As of January 1, 1956, 705,052 shares are reserved for conversion of the three 
debenture issues outstanding and 196,295 shares reserved for the exercise of stock options. 
This total of 901,347 shares would represent a 21% dilution of the 4,284,831 shares out- 
standing. A large portion of the options are not exercisable for several years. 

The 3%% debentures, which are convertible into common at a price of $52.63, 
are now selling at $1,126.25, and probably will not be converted on a major scale until 
the common sells in the middle 60's. Then they normally would be selling at conversion 
parity. As of June 30, 1956, there had been no conversions. 

The other two convertible debentures’ were issued during the Dewey and Almy and 
Davison mergers. Terms of the three issues are as follows (all conversion privileges pro- 
tected against dilution): 

1. $30,000,000 3¥2s due May 15, 1975—convertible into stock at $52.63 per 

share through May 14, 1965 and at $55.56 thereafter. 


' These issues were called on October 1, 1956, 


$3,645,200 4%4s due November 1, 1974—convertible into stock at $40.98 
per share through October 31, 1959 and at $45.05 through October 31, 1964. 

3. $1,536,950 4%s due May 1, 1974—convertible into stock at $33.33 per share 
through April 30, 1959 and at $37.04 through April 30, 1964. 


VOTING RIGHTS AND STOCKHOLDERS 


Shares 
Outstanding Voting % 
12/31/55 Right of Total 


Common 4,284,831 1 for 40 107,121 
Preferred 40,000 lfor 1 40,000 
Class A Preferred 50,000 1 for 10 5,000 
Class B Preferred 40,000 1 for 10 4,000 

156,121 


Thus, about 69% of the total vote rests with the common stockholders. Subsequent 
conversions of the debentures will increase this percentage. 


POPULATION AND PRODUCTION 


POPULATION GROSS NATIONAL PRODUCT 


TOTAL PER CAPITA 
Total Index Amount Index Amount Index 


(Millions of 
Dollars at (Dollars at 
(Thousands) | (1946 = 100) | 1955 prices) | (1946 = 100) } 1955 prices) (1946 = 100) 


140,900 100 $34,820 100 $247 100 


143,900 102 37,916 109 263 106 
147,900 105 39,047 12 264 107 
151,200 107 40,245 116 266 108 
155,200 110 42,556 122 274 m 
158,600 113 44,892 129 283 us 
162,500 5 45,283 132 114 
166,700 118 46,652 134 113 
170,700 121 49,169 141 116 
174,800 124 NA NA NA 
317,000 225 - - = 


SOURCES: POPULATION: “Economic Surveys of Latin America 1951-52, 1953 and 1954" U.N. 
“The Population of South America 1950-1980" U.N. 
“The Population of Central America (Including Mexico) 1950-1980" U.N. 


GROSS NATIONAL PRODUCT: ‘Economic Surveys of Latin America 1951-52, 1953 and 1954" U.N. 


NOTE: The GNP data, originally published in U.S. dollars at 1950 prices, have been converted to 1955 prices by applying the 
GNP inflator computed by the U.S. Department of Commerce. 
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POPULATION GROSS NATIONAL PRODUCT 


TOTAL PER CAPITA 
Amount Index Amount Index 


(Millions of 
Dollars at (Dollars at 
(Thousands) | (1946 = 100) | 1955 prices) (1946 = 100) } 1955 prices) (1946 = 100) 


1946 47,313 100 $ 9,725 100 $206 100 


1947 48,438 102 10,502 108 217 105 
1948 49,590 105 11,098 114 224 109 
1949 50,769 107 11,400 17 225 109 
1950 51,976 110 12,228 126 235 114 
1951 53,212 112 13,076 134 246 9 
1952 54,477 5 13,619 140 250 121 
1953 55,772 118 14,193 146 254 123 
1954 57,098 121 15,442 159 270 131 
1955 58,456 124 NA NA NA NA 
1980 est. 105,527 223 - - - - 
SOURCES: POPULATION: “Monthly Bulletin of Statistics" U.N. 
“The Population of South America 1950-1980" U.N, 1955 


GROSS NATIONAL PRODUCT: “The Economic Development of Brazil" U.N. 1955 
“Economic Survey of Latin America 1951-52" U.N. 


NOTE: The GNP data, originally published in U.S. dollars at 1950 prices, have been converted to 1955 prices by applying the 
GNP inflator computed by the U.S. Department of Commerce. 


POPULATION GROSS NATIONAL PRODUCT 
TOTAL PER CAPITA 
Year Total Index Amount Index Amount Index 
| (Millions of | 
Dollars at | (Dollars at 
(Thousands) | (1946 = 100) | 1955 prices) (1946 = 100)| 1955 prices) (1946 = 100) 
1946 5,643 100 $1,665 100 $295 100 
1947 5,748 102 1,587 95 276 94 
1948 5,854 104 1,773 107 303 102 
1949 5,962 106 1,686 101 283 % 
1950 6,073 108 1,751 105 288 98 
1951 6,185 110 1,821 | 109 294 100 
1952 6,299 12 1,897 | 114 301 102 
1953 6,437 114 1,830 | 110 284 % 
1954 6,600 117 1,883 113 285 % 
1955 6,774 120 NA NA NA NA 
1980 est. 9,879 175 - - = - 


SOURCES: POPULATION: “Monthly Bulletin of Statistics" U.N. 
“The Population of South America 1950-1980" U.N. 1955 


GROSS NATIONAL PRODUCT: ‘Economic Survey of Latin America 1952" U.N. 
“Economic Bulletin for Latin America" U.N. 1956 


NOTE: The GNP data, originally published in U.S. dollars at 1950 prices, have been converted to 1955 prices by applying the 
GNP inflator computed by the U.S. Department of Commerce. 


POPULATION OSS NATIONAL PRODUCT 


TOTAL PER CAPITA 
Total Index Amount Index Amount Index 


(Millions of 
Dollars at (Dollars at 
(Thousands) | (1946 = 100) | 1955 prices) | (1946 = 100)} 1955 prices) | (1946 = 100) 

10,380 100 $2,250 100 $217 100 
10,611 102 2,337 104 220 101 
10,848 105 2,404 107 222 102 
11,089 107 2,614 116 236 109 
11,336 109 2,643 7 233 107 
11,589 12 2,801 125 242 2 
11,847 114 2,995 117 
12,111 7 3,240 124 
12,382 19 3,531 131 
12,657 122 NA NA 


27,388 264 - - 
SOURCES: POPULATION: "Monthly Bulletin of Statistics" U.N. 
“The Population of South America 1950-1980" U.N. 1955 


GROSS NATIONAL PRODUCT: "The Economic Development of Colombia" U.N. 1955 
“Economic Survey of Latin America 1951-52" U.N. 


NOTE: The GNP data, originally published in U.S. dollars at 1950 prices, have been converted to 1955 prices by applying the 
GNP inflator computed by the U.S. Department of Commerce. 


GROSS NATIONAL PRODUCT 


TOTAL PER CAPITA 
Total Index Amount Index Amount Index 


(Millions of 
Dollars at (Dollars at 
(Thousands) | (1946 = 100) } 1955 prices) | (1946 = 100)} 1955 prices) | (1946 = 100) 
7,877 100 $ 893 100 $113 100 
8,032 102 873 98 108 % 
8,191 104 875 98 107 95 
8,354 106 1,007 113 121 107 
8,521 108 1,147 128 134 ng 
8,690 110 1,274 143 147 130 
8,864 113 1,327 151 
9,035 15 1,316 146 
9,213 7 1,329 147 
9,396 9 NA NA 
20,370 259 - - 


SOURCES: POPULATION: “Monthly Bulletin of Statistics" U.N. 
“The Population of South America 1950-1980" U.N. 1955 


GROSS NATIONAL PRODUCT: ‘Economic Surveys of Latin America 1953 and 1954" U.N. 


NOTE: The GNP data, originally published in U.S. dollars at 1950 prices, have been converted to 1955 prices by applying the 
GNP inflator computed by the U.S. Department of Commerce. 


POPULATION GROSS NATIONAL PRODUCT 


TOTAL PER CAPITA 
Total Index Amount Index Amount Index 


(Millions of 
Dollars at (Dollars at 
(Thousands) | (1946 = 100) | 1955 prices) (1946 = 100) | 1955 prices) (1946 = 100) 

141,389 100 $283,100 100 $2,002 100 
144,126 102 282,700 100 1,961 98 
146,631 104 295,800 104 2,017 101 
149,188 106 294,900 104 1,977 9 
151,683 107 321,800 114 2,122 106 
154,360 109 345,400 122 2,238 112 
157,028 m 357,500 2,277 114 
159,643 113 374,300 2,345 W7 
162,409 us 365,400 2,250 112 
165,248 W7 387,200 2,343 17 
270,000 75 - - - 


SOURCES: POPULATION: Bureau of the Census, U.S. Department of Commerce 
GROSS NATIONAL PRODUCT: Council of Economic Advisers 


CONCLUSION 


W. R. Grace & Co., like so many other great industrial companies, has experienced several 
stages in its evolution. Because of its start in South America and subsequent expansion in 
the United States, the pattern has been unique. Now increasing investment is planned for 
both areas. 

Almost all major process companies have followed the path of advantageous 


acquisitions and mergers. In the case of Grace they have been particularly intelligent. 


Again, as in most growth companies, not every activity expands at the same rate. Some 
operations have little growth but produce an excellent return on investment, which finances 
the progress in the growth areas. 

While sales volume in 1957 is expected to importantly exceed that of 1956, earn- 
ings per share may well remain at about the same level. This will result from a high level 
of pre-operating costs and start-up expenses on many of the aforementioned expansion 
programs, plus a probable increase in the number of common shares outstanding due to 
conversion of some debentures. Conversely, in 1958 and succeeding years sales and earn- 
ings are expected to show a substantial improvement. 

The story of W. R. Grace & Co. is unique in its origin, dynamic in its current pattern 


and most promising for the future. 
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Smith, Barney & Co. 


CHAS. D. BARNEY & CO. and Edward B. Smith & Co. were founded in Philadelphia in 1873 and 1892 
respectively. In 1934, pursuant to amendments to the Banking Act, the Guaranty Trust Company of 
New York discontinued its security affiliate, the Guaranty Company of New York. Following this, several 
of the principal executives of the latter joined Edward B. Smith & Co., bringing with them many of the 
former bank affiliate’s trained personnel. In 1938 the two firms combined their personnel, facilities and 
services to form Smith, Barney & Co. 


The Smith, Barney organization is one of the largest firms offering complete financial services 
as underwriters, brokers, dealers, and advisers in investment securities. 


BROKERAGE 


No part of our activities receives closer supervision or greater emphasis. The execution of orders and 
appraisal of security markets are given the utmost skill and attention under the personal direction of partners 
of the firm. 


RESEARCH DEPARTMENT 
This department includes well-known specialists in industrial, aviation, public utility, oil and rail securities. A 
constant flow of current information on securities and economic trends is prepared for our organization and 
clients. 


TRADING DEPARTMENT 


This department maintains close and constant contact with other important dealers throughout the country 
on over-the-counter securities. 


SAFEKEEPING 


Many clients find it convenient to leave their securities with us for safekeeping. On their behalf we collect 
interest, dividends, and principal upon redemption or sale. These securities are kept segregated in the vaults. 


INVESTMENT ADVISORY SERVICES 


In our Philadelphia office we maintain the Account Supervision Department. In New York we have a Planned 
Investment Department. 


Individuals, trustees, managers of endowment funds, hospitals, and charitable and educational institu- 
tions depend on these departments for personalized continuous investment supervision. 


After consultation to determine objectives, these departments, dealing with accounts of all sizes, 
prepare plans to meet the needs of the investor, 


UNDERWRITING AND CORPORATE FINANCE 


This is one of the firm's major activities. The firm has had long and diversified experience in developing and 
executing long-range programs for the capital needs of corporations. Both senior and equity capital can 
be provided, depending on the needs of the corporation, its financial structure, and current market conditions. 
We have been identified with enterprises in the development stage as well as established concerns. 


PENSION FUND INVESTMENT DEPARTMENT 


This department works with trustees and managers of pension and profit sharing funds. It is staffed with 


men specializing in the designing and operating of investment programs for all types of employee benefit 
funds. 


BROADENING OWNERSHIP 


Today's tax structure often places one’s estate in a hazardous position where there is a closely held or 
family business. We have had substantial experience in broadening such ownership, frequently helping to 
prevent needless diminution of an estate through forced sale or liquidation. 


PRIVATE PLACEMENT 


In recent years a large amount of new financing has been placed privately. This has been done largely 
with insurance companies and pension funds. We have assisted many corporations in the arrangement of 
such financing, It is one of our functions to be currently aware of the quarters most likely to be interested 
in a particular security. 


LARGE BLOCKS OF SECURITIES 


Determining the best means of selling or acquiring large blocks of securities without adversely affecting the 
market is an important part of our business. We have had a broad and diversified experience in handling 
such transactions. Market orders covering a very substantial amount of securities are directed by one or 
more partners aided by a special office staff. 


MUNICIPAL DEPARTMENT 


We have been prominently identified with the underwriting and distribution of obligations of governmental 
subdivisions of the United States and Canada, Federal Land Banks and federally sponsored Municipal 
Housing Authorities and other agencies. Constant research, comprehensive statistical information and broad 
market contacts aid this department in serving buyers and sellers of municipal bonds. 


SPECIAL REVENUE BONDS 


During recent years municipalities and other public bodies have done a large volume of financing through 
the issuance of securities payable solely from special revenues. We have taken an active part in the develop- 
ment of markets for such securities. 


CANADIAN ISSUES 


During the past decade Smith, Barney & Co. has been instrumental in underwriting and distributing a major 
portion of the new issues which have been placed in this country by the Government of Canada and its 
subdivisions. 


FOREIGN 


Partners and staff members have had long experience in international finance, both government and 
corporate. We have participated in many foreign issues sold in this country. 
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